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COMPANY STRATEGY

Northern Rock is a specialised lender providing funds for residential mortgages, secured commercial
i lending and personal finance. We obtain funds from both on-shore and off-shore personal savings,

| wholesale money markets, covered bonds and from the securitisation of mortgage assets.

The Northern Rock strategy encompasses efficiency, growth and value for both customers
and shareholders.

e . Efficiency is paramount to the Northern Rock business strategy. Cost efficiency is enhanced by
low cost, effective distribution and enables competitive pricing. Capital efficiency is achieved by

optimising the use of debt and equity capital.

By growing lending and improving the mix of higher margin products, Northern Rock aims to
grow earnings and improve returns to shareholders, at the same time as providing innovative

and consumer friendly products to our customers.

-
. qbancedl
(998
Enoiovediie o)
B nanced)
apiial (ﬁﬁd‘[—]’l@j
Mg ety Corirgiiis s,
AL Fiile ploducieinavation

QUK 2D (E0Y

THE VIRTUOUS CIRCLE

MISSION STATEMENT

Northemn Rock is a specialised lending and savings bank which aims to deliver superior
value to customers and shareholders through excellent products, efficiency and growth.
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CHAIRMAN'S STATEMENT

Northern Rock's results for 2005 further reinforced our
position as the most cast effective mortgage lender in the
UK. We remained focussed on residential loans, commercial
lending and personal credit, raising funds through our four
main funding arms - retail funding, wholesale funding,
securitisation and covered bonds. Once again, we hit all

of our strategic goals and grew both assets and profits to

record levels. i congratulate the executive team on another
Dr M W Ridley impressive performance despite strong competition and
increased regulation.

As one of the lowest-cost lenders in Europe, we can run
our business on some of the tightest interest margins in
the world, giving both savers and borrowers excellent value.
Since 2001 Northern Rock has halved its interest margin

while improving its cost to income ratio.

As | remarked last year, Northern Rack is a global company
in terms of where it raises funds, a national company in terms
of where it lends but a regional company in terms of where it

mainly employs people. During 2005 we opened a capacious

extension to our working facilities at Northern Rock House
in Gosforth, which will be developed further in the coming

years, and announced the development of a new office

complex at Rainton Bridge in Sunderland. The first phase is
planned to open in 2007,

ECONOMIC AND MARKET BACKGROUND

The UK economy tooks set to continue growing in 2006.
With the Bank of England Base Rate still low by historical
standards, continued low unemployment, well controlled
inflation and stable economic growth, the residential
mortgage market remains liquid. House price inflation has
eased, but we still see little prospect of a severe correction
in house prices, given that mortgages remain comparatively

affordable and that credit quality remains good.

We fund our lending from retail deposits, wholesale funding,

securitisation and covered bonds. All four funding arms are

working well, and give us access to large international

markets so thatthé supply of affordable funding does not
* constrain the growth of high quality lending.
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CHAIRMAN'S STATEMENT (continued)

SOCIAL RESPONSIBILITY

Northern Rock’s primary social responsibility remains to
prosper and share that prosperity with shareholders and
other stakeholders. By offering competitive rates, we benefit
customers. By achieving sustainable growth, we can create
employment mainly in our regional base, offer excellent
working conditions and contribute to the local economies
in which we operate.

We believe that Northern Rock will prosper by recruiting from all
sections of the community, by adopting flexibfe employment
practices that suit those who want to balance life and work,
by providing good facilities for staff and by minimising harmful
impacts on the environment from our activities. There is therefore
no conflict between creating shareholder value and being socially
responsible. To ensure that we set the highest possible standards
of personal and corporate ethics, provide good customer service
and give employees a good working environment, we encourage
assessments by external agencies and support Diversity and

Work-Life Balance Initiatives.

The significant expansion of our Head Office in Gosforth provided
the region with around 500 new jobs during 2005 and the new
office development in Sundertand will create capacity for an
additiona! 2,500 new jobs in the region.

We also remember those not benefiting directly from our
prosperity. In 2005, Northern Rock was the second most
charitable FTSE 100 company, because of its donation of 5%
of pre-tax profits to The Northern Rock Foundation. In 2005
this amounted to a remarkabie £24.7 million, allowing the
Foundation to continue its empowerment of charities and
community causes in the North-East and Cumbria. | am
particularly pleased that in addition to our corporate stance,
our staff continue to take part in voluntary initiatives,
fund-raising, mentoring and secondment programmes, and
that the Foundation now doubly matches staff giving.

CORPCRATE GOVERNANCE

We continue to comply in full with the Combined Code on
Corporate Governance except where disclosed in the Cerporate
Governance Statement. The Board's procedures and practices
ensure that it identifies and controls risks to the business in

a transparent and accountable way. The results of our Board
evaluation and appraisal process are summarised in the
Corporate Governance statement.

Sir lan Gibson will succeed Sir George Russell as the Company's
Senior Independent Director on 25 April 2006. at the conclusion
of the Company’s AGM, when Sir George will retire from office.
Sir lan became a Non-Executive Director of the Company in
September 2002. | would like to thank Sir George sincerely
for 21 years of outstanding service on the Board of Northern
Rock plc and Northern Rock Building Society before that.

We intend to hold another Corporate Governance day in
Lendon in October 2006, to review Corporate Governance
with our major shareholders.

TREATING CUSTOMERS FAIRLY

The high-level principles set out by the Financial Services
Authority require that all regulated firms treat their customers
fairly. | am pleased to report that the fair treatment of customers
is already embedded in the culture of Northern Rock. This is
clearly demonstrated through our open, transparent approach
and through our various customer pledges — which are unique in
the industry — as well, of course, as our competitive prices.
However, we will continue to develop our methods to ensure we
comply in full with all key principles. Consumer confidence is of
great importance to our business and we remain committed to
fair and decent treatment of our customers.

DIVIDEND

Your Board is recommending a final dividend of 20.7 pence per
share, making a total for the year of 30.1 pence - an increase
of 13.6 % on 2004.

CONCLUSION

We have once again grown the company strongly in 2005.
Our strategy remains to keep costs low, invest in product and
process innovation, give our customers transparency and so
add low-risk assets to our balance sheet to provide attractive
returns to our shareholders. We fund this growth through
retail, wholesale, covered bonds and securitisation.

| pay tribute to all the employees of Northern Rock who
contributed to this success in 2005.
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CHIEF EXECUTIVE'S REPORT

In 2005 Northern Rock delivered excellent results including;

® RECORD UNDERLYING ATTRIBUTABLE PROFITS OF £308.1 MILLION
— AN INCREASE OF 13.6% OVER 2004 PROFORMA RESULTS

® UNDERLYING ASSETS OF £81.1 BILLION — AN iNCREASE OF 24.9%

I * RECORD NET LENDING OF £14.6 BILLION — AN INCREASE OF 12.6%
5 ‘ AND A MARKET SHARE OF 14.5%

Adam ] Applegarth ® RATIO OF COSTS TO ASSETS IMPROVED TO 0.34% (2004 - 0.37%)
* UNDERLYING RETURN ON EQUITY OF 20.8%

* TOTAL UNDERLYING EARNINGS PER SHARE 74.3P — AN INCREASE
OF 13.1% OVER 2004 PROFORMA RESULTS

* TOTAL DIVIDEND PER SHARE 30.1P - AN INCREASE Of 13.6%

* THE NORTHERN ROCK FOUNDATION — SUPPORTING CHARITABLE
CAUSES - TO RECEIVE £24.7 MILLION

OVERVIEW

2005 has been another good year for Northern Rock. In a competitive environment, we have continued
to deliver against our strategic targets and we are pleased to announce results that once again show
strong growth, record profit and improved underlying earnings per share.

These results reflect our clear strategy. Our focus is to deliver shareholder value through high
quality growth, driving down unit costs to improve cost efficiency, and delivering a strong return on
equity. This has been achieved whilst maintaining high credit quality, through responsible lending and
our commitment to retaining existing customers. We have also kept good customer service levels.
The principles of transparency and treating customers fairly are well embedded in the culture and
operations of our business.

Cost efficiency remains key to our strategy. Effective cost control drives down unit costs, which allows
us to offer an excellent range of innovative, price driven products that enhance our ability to attract
and retain high quality customers.

Qur core products, mortgages and retail savings, all performed well in 2005, supported by our

muiti-channel distribution strategy. We continued to expand our franchise throughout the year,

opening several specialist mortgage branches in key cities. We strengthened links with mortgage
clubs and expanded our mortgage operation to Northern Ireland, where we offer our full range of
competitive lending products.

Our core products are complemented by the sale of protection products, offered in conjunction with
our insurance partners. These are sold an a needs-driven basis, offering choice and transparency to
our customers.

We back England’s finest from Durham and Middlesex CCC
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CHIEF EXECUTIVE'S REPORT (continued)

During 2005, we invested significantly in people, systems
and premises, to support increased business volumes. We
have continued to expand our e-business links with both
intermediaries and direct customers. At the end of 2005,
over 50% of all mortgage applications were being submitted
online, enhancing customer service and further improving
cost efficiency.

The introduction of the new ‘Northem Rack Online’ system
for intermediaries offers instant online decisions and
excellent case tracking facilities, which improves service and
efficiency. Our aim is to have the majority of intermediaries
using the system as their main channel for business with
Northern Rock.

In addition to the expansion of our Gosforth headquarters,
we announced the development of a new office complex at
Rainton Bridge, in Sunderland. When the first phase opens
in 2007, the new facility will have potential for up to
2,500 new jobs.

LENDING

During 2005 we once again delivered record levels of low risk
lending. Gross lending was £.26,879 million, an increase of
15.2% over the previous year, with net lending of £14,555
miflion, an increase of 12.6%. We achieved gross residential
lending of £23,618 million, an increase of 17.8% over 2004
and net residential lending of £13,350 million, an increase of
17.3%, which represented 14.5% of the UK market.

In residential lending, we continued to apply the proven
stance of mixing competitively priced mortgages with lifestyle
and bundled credit products. Our mix during the first half of
2005 reflected customers’ preference for fixed rate products,
which shifted in the second half tawards our lifestyle range,
including Together.

We expect the gross mortgage market 1o remain competitive
and whilst interest rates remain low by historical standards,
there is still a considerable incentive to refinance existing loans.
As a result the remortgage market, which accounted for around
45% of UK gross lending in 2005, will remain strong, Qur

transparent product stance and competitive pricing will enable
us to attract and retain a high proportion of these customers.

Appetite to lend must be adapted to economic conditions
and as a result, we adopted a more cautious approach to
both commercial and personal unsecured lending during
2005. Even s0, we achieved growth in both of these books,
maintaining good quality and an appropriate balance relative
to our overall assets.

FUNDING

2005 saw a strong performance in each of our four funding
arms - retail funding, wholesale funding, securitisation and
covered bonds.

Retail funding remains important to us. We attract funds
through our broad distribution platform, offering attractive
savings products through branch, postal, telephone and
online channels. We funded strongly during the year,
attracting £2.809 million of new retaif funds — a record
full year performance - resulting in total retail balances
of £20.1 billion at the year end. We displayed particular
strength in fixed rate bonds and Silver Savings accounts
for the over 50s. Our contractual guarantees and unique
savings pledge ensure we remain at the forefront of the
industry in treating customers fairly.

Our Treasury operations achieved a good balance of
traditional wholesale funding. It is not a separate profit
centre and is predominantly engaged in managing interest
rate risk and currency risks for the business. We have
continued to develop our non-retail funding in international
markets setting up a Canadian Commercial Paper programme
in May 2005, to complement our established programmes in
Europe, the US and the Asian markets.

Qur securitisation programme continued to provide a strong
source of funding. reflecting investor appetite and the high
quality of our loan books. During 2005 we issued £13.5
billion of securitised notes, with issuance from residential and
commercial loan portfolios. We also enhanced our ability to
fund by issuing our first private placement. Advances to



customers subject to securitisation now amount to £39.1
billion, representing 56% of our lending portfolios. In addition,
we also undertook two Covered Bond transactions broadening
the geographical distribution and timespan of our funding.

As leading innovators, we executed “Whinstone” a first deal of
its type in the UK securitisation market during 2005. This
involved the transfer of a substantial proportion of the residual
risk in securitisations, completed up to the end of 2004,
to third party investors. We are committed to continue this
process going forward. In recognition of this and the low risk
nature of our assets, Standard & Poor’s rating agency moved
Northern Rock’s long term credit rating to ‘positive outlook’

CREDIT QUALITY

The credit quality of our assets remains strong. Asset quality
is key to our strategy and therefore, our asset growth has not
been achieved at the expense of quality. Through well
controlled, targeted lending, we have achieved high growth,
whilst maintaining quality and controlling arrears.

We use scorecards in residential and personal lending,
with rigorous underwriting controls focussed on higher
risk and marginal cases. These are supported by tests for
consumer indebtedness and affordability. Our behavioural
rescoring models ensure that emerging default and loss
profiles are identified quickly and fed back into the front
end underwriting process. No significant credit
deterioration was identified in 2005.

The arrears performance of our residential lending book
reflected this combination of sound lending controls, with
0.39% of accounts three months or more in arrears
compared with 0.37% in December 2004. Our residential
arrears remain below half the industry average.

The proportion of personal unsecured loan arrears and
commercial loan arrears also remain very low, reflecting
our consistent policy of attracting only high quality
lending in these areas. Our provisioning policies {using
data from our Basle Il capital models) remain prudent.

Our strategy is predicated on high quality asset growth
supported by low operating costs and low cost of bad
debt. We do not compromise the stance on quality to
achieve asset growth.

BASLE il

Northern Rock expects to benefit from the new capital
requirements of Basle Il and we continue to make good
progress towards meeting all of the necessary criteria.
We intend to adopt the Internal Ratings Based {IRB}
approach for credit risk and have implemented the core
credit models to ensure compliance with Pillar 1 of the
accord. The models are now embedded within our risk
management processes. Given the high quality of our
balance sheet and our responsible lending policies, we
continue to expect a reduction in risk weightings under
the new rules.

OUTLOOK

As we expected, the housing market has been resilient.
UK economic fundamentals are set to remain supportive.
Interest rates and unemployment are both likely to remain at
low levels. Household incomes should continue to grow and
housing demand is likely to outstrip supply in the medium-
term. Low debt servicing costs means that mortgage
affordability remains good. Against this background, we
anticipate little change in the overall credit quality and
performance of our lending. Remortgaging is likely to remain
active going forward as borrowers continue to manage
household budgets.

I am pleased to be able to report another year of sustained
business performance. We are focussed on delivering our
strategic targets, which remain unchanged. We continue to
build on the foundations of our unit cost advantage,
together with our proven ability to attract and retain high
quality customers. Qur international funding platform,
multi-channel distribution platform and sustained investment
in buildings, systemns and people give us confidence that cur
business model will continue to deliver high quality growth
and enhanced shareholder value.
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THE BOARD

During 2005, the number of meetings attended by each Director was as follows:

Board Audit Nominations Remuneration Risk
Number of meetings held in 2005 n 6 1 2 4
Non - Executive Directors
Dr M W Ridley, BA, D.Phil — Chairman n 1
Sir George Russell, CBE, D.Eng,., BA 8 1 2
~ Senior Independent Director
N A H Fenwick, MA n 6 2
Sir lan Gibson, CBE 9 6 1 2 3
N Pease, BA 10 5 2
M ) Queen, BA, FCA 10 6 2
(Appointed 5 January 2005)
R A Radcliffe, CBE, MA, MPhil, FIMC 10 1 4
{Appointed 1 March 2005)
Sir Derek Wanless, MA, FCIB, MIS n 6 1 2 4
Executive Directors
A) Applegarth, BA 1t 4
D F Baker, BSc, FCIB N 4
R F Bennett, FCA, ACMA, IPFA n 4
K M Currie n
{Appointed 5 January 2005)
A M Kuipers 1k

(Appointed 5 January 2005)
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Dr M W Ridley, BA, D.Phil

Matt Ridley (aged 48), was appointed Chairman of the Company
on 27 Aprit 2004. He was appointed as a Non-Executive Director
of Northern Rock plc in November 1996 having previously joined
the Board of Northern Rock Building Society on 1 June 1994,

Dr Ridley is an author and businessman who also holds other Non-
Executive Directorships which include Northern investors Company
PLC, Northern 2 VCT plc and P A Holdings Limited. He is Chairman
of both the Nominations and Chairman’s Committees.

A ] Applegarth, BA

Adam Applegarth {aged 43}, has worked for Northern Rock for 22
years. He became an Executive Director of Northern Rock Building
Society in January 1996, was appointed as an Executive Director of
Northern Rock plc in October 1996 and subsequently became the
Company's Chief Executive in March 2001. Mr Applegarth is a
Nan-Executive Director of Persimmon plc and a governor of the
Royal Grammar School. Newcastle upon Tyne. Mr Applegarth is a
Member of both the Chairman’s and Risk Committees.

D F Baker, BSc, FCIB

David Baker (aged 52), was appointed as the Company's Deputy
Chief Executive in September 2005. He became an Executive Director
of Northern Rock Building Society in January 1996 and was
appointed as an Executive Director of Northern Rock ple in October
1996. He is a Fellow of the Chartered Institute of Bankers. In his
present role he is responsible for the direction and management

of the Company's opertions and in particular, Retail Savings,

Credit, Customer Services, Personnel, Premises and Legal and
Compliance. Mr Baker is Chairman of The Newcastle Employment
Bond Limited and 7 Trustee of the University of Newcastle upon Tyne
Development Trust. Mr Baker is a Member of both the Chairman’s
and Risk Committees.

R F Bennett, FCA, ACMA, IPFA

The Group Finance Director, Bob Bennett (aged 58}, is a Chartered
Accountant. He became an Executive Director of Northern Rock
Building Society in November 1993 and was appointed as an
Executive Director of Northern Rock plc in November 1996. In his
present role, he is responsible for Finance, Treasury, Securitisation,
internal Audit, Risk Management and Institutional Relations. Mr
Bennett is also a Trustee of the Northern Rock Pension Scheme and
a Non-Executive Director of Creggs plc. Mr Bennett is a Member of
both the Chairman’s and Risk Committees.

K M Currie

Keith Currie (aged 49), was appointed to the Board as an Executive
Director in January 2005. Mr Currie is responsible for the management
of the Company’s Group Treasury function including liquidity, wholesale
funding, derivative portfolios and the management of the Company's
securitisation funding and covered bond programmes. Mr Currie is a
Member of both the Chairman’s and Risk Committees.

A M Kuipers
Andy Kuipers (aged 48), was appointed to the Board as an
Executive Director in January 2005. He is responsible for the co-
ordination and direction of the Group's sales, marketing, products
and mortgage retention activities. Mr Kuipers is a Member of both
the Chairman’s and Risk Committees.

N A H Fenwick, MA

Adam Fenwick (aged 45), was appointed to the Board as a Non-
Executive Director in Navember 2003. He is Group Managing
Director of Fenwick Limited and a Non-Executive Director of
John Swire and Sons Limited. He is also a Trustee of Newcastle
Theatre Royal Trust Limited. Mr Fenwick is a Member of both the
Audit and Remuneration Committees.

Sir lan Gibson, CBE

Sir lan Gibson (aged 59), was appointed to the Board as a Non-
Executive Director in September 2002. He is a Non-Executive
Director of GKN plc. He was also a member of the Court of the
Bank of England from 1999 to 2004. Sir lan is a Member of the
Audit, Nominations, Risk, and Remuneration Committees.

N Pease, BA

Nichola Pease {aged 44}, is Chief Executive of ) O Hambro Capital
Management Limited. She was appointed as a Non-Executive
Director of Northern Rock plc in February 1999. Ms Pease is
Chairman of the Remuneration Committee and is a Member of the
Audit Committee.

M ] Queen, BA, FCA

Michael Queen (aged 44) is Head of Growth Capital of 3i Group
plc. He was appointed to the Board as a Non-Executive Director in
January 2005. Mr Queen is a Member of both the Audit and
Remuneration Committees.

R A Radcliffe, CBE, MA, MPhil, FIMC

Rosemary Radcliffe (aged 61) was appointed to the Board as a
Non-Executive Director on 1 March 2005. She is currently the
Chairman of NIAL Holdings plc and Newcastle International Airport
Limited and a member of the Guernsey Financial Services
Commission. Until July 2001, she was a Partner with
PricewaterhouseCoopers, and served as a member of PwC's Global
Board. She also acted as the first independent Complaints
Commissioner for the UK Financial Services Authority. Miss
Radcliffe is currently 2 member of the Remuneration and Risk
Committees.

Sir George Russell, CBE, D.Eng., BA

The Senior Independent Director, Sir George Russell {aged 70}, was
appointed a Non-Executive Director of Northern Rock plc in
November 1996 having previously joined the Board of Northern
Rock Building Society as a Non-Executive Director in 1985. He is
also Deputy Chairman of ITV plc. Sir Gearge is a Member of both
the Remuneration and Risk Committees,

Sir Derek Wanless, MA, FCIB, MIS

Sir Derek Wantess (aged 58), joined the Board as a Non-Executive
Director in March 2000. He was previously Group Chief Executive
of National Westminster Bank plc from 1992-1999. He is a Non-
Executive Director of Northumbrian Water Group plc and will
become Chairman after its 2006 Annual General Meeting. Sir Derek
is Vice Chairman of the Statistics Commission and a Trustee of the

National Endowment for Science, Technology and the Arts, Sir
Derek is Chairman of both the Audit and Risk Committees and a
Member of the Nominations and Remuneration Committees,




Northern Rock ple (the Company) regards
adherence to the principles of good
corporate governance to be of the utmost
importance. The Board is accountable to
the Company’s shareholders for corporate
governance. The following describes how
the Company applies the principles and
provisions contained in the Combined
Code of Corporate Governance published
in July 2003 (the Combined Code). The
Listing Rules of the United Kingdom Listing
Authority require listed companies to
disclose how they comply with the
Combined Code and, where they do not do
50, to provide a clear explanation of why
they do not comply.

For the period 1 January 2005 to

31 December 2005, the Company
complied with all aspects of the Combined
Code except for the requirement that the
Senior Independent Director should attend
meetings with a range of shareholders. In
addition to the Corporate Governance Day
in late 2004 held between shareholders,
the Chairman and the Senior independent
Director, and the extensive programme of
contact between Executive Directors and
shareholders, it was not considered
necessary for Sir George Russell to
undertake an additional series of meetings
with shareholders. He is available to
shareholders at all times and sees regular
feedback from them.

THE BOARD OF DIRECTORS

The Board of Directors meets regularly
throughout the year and retains full and
effective control over the Company and its
subsidiaries (the Group). It is collectively
responsible for the success of the Group
and determines its strategy and policies
whilst monitoring performance. The Board
met eleven times during 2005 and,
following the appointments of Mr Queen
and Miss Radcliffe on 5 January and

1 March 2005 respectively, comprised the
Chairman, the Senior Independent Director,
six other Non-Executive Directors, the
Chief Executive and four other Executive
Directors. Where Directors were absent
from Board or Committee meetings, the
Board or respective Committee was
satisfied with the apologies that were
offered on each occasion.

The Board has a written schedule of matters
reserved for its review and approval. It has
also adopted a detailed procedures manual
which covers the responsibilities and
procedures of the Board, its Committees and
its officers. The reserved matters include: the
setting of capital expenditure budgets, the
declaration of dividends, the setting of
policies for balance sheet structural risk
management, the raising of Non Retail Funds,
Liquidity and Credit Risk, and the approval of
the Annual Report and Accounts.

Authority for the execution of approved
policies has been delegated by the Board
to the Company's Executive Committee and
the Chief Executive. The Executive
Committee comprises the Chief Executive,
the other Executive Directors and the

Company Secretary.

Within the parameters set out in the
Executive Committee’s terms of reference, the
Committee has responsibility for facilitating
the Company's effective operation to ensure
that it meets its objectives through the
implementation of the Strategic and
Qperational Plans. The Committee also
monitors developments in the Company's
core markets, and examines, appraises and
reviews defence initiatives, potential
acquisitions and corporate finance initiatives.
It also establishes processes to control,
appraise and review the implementation of

any new procedures that are agreed upon.

The Management Board Asset and Liability
Committee is responsible for overseeing
the management and review of the
Company's balance sheet risk profile and
processes, and the Company’s balance
sheet, income statement and liquidity
profiles. In addition, the Committee has
authority to authorise use by the Company
of structured financial products and private
equity investments in accordance with the
policies and procedures set down in the
Corporate Finance and Structured Financial
Policy statement approved by the Board.

A clear division of responsibility exists
between the Chairman, who is responsible
for running the Board, and the Chief
Executive who has responsibility for running
the business. This division is clearly set out
in the Chairman’s letter of appointment and
the Chief Executive's job description.

APPOINTMENTS TO THE BOARD

The Company's Articles of Association
require that each Director stands for re-
election at least every three years and that
Directors appointed by the Board should
be subject to election by shareholders at
the first opportunity after their
appointment. The Directors to retire by
rotation will be those in office longest since
their previous re-election. Non-Executive
Directors are appointed for a specified

term subject to re-election.

The Company's policy is that Non-
Executive Directors will stand down from
office at the conclusion of the next Annual
General Meeting following their seventieth
birthday. In accordance with this policy,
Sir George Russell will retire from office

at the conclusion of the 2006 Annuat
Ceneral Meeting.

DIRECTORS

More than half of the Board comprises
Non-Executive Directors all of whom have
experience in a wide range of commercial or
banking activities. The Board is required to
determine whether each Director is
independent in character and judgement
and whether there are relationships or
circumstances which are likely to affect, or
could appear to affect, the Director’s
judgement, The Board considers all of the
Non-Executive Directors to be independent
for the purposes of the definition in the
Combined Code.

The Board has no hesitation in confirming
Sir George Russell’s independence for
Combined Code purposes. Sir George
Russell was appointed Senior Independent
Director of the Company on 27 April 2004.
He was ¢lected to the Board as a Non-
Executive Director in September 1997
immediately prior to demutualisation, having
served as a Director of Northern Rock
Building Society between 1985 and 1997

The Board is satisfied that his period of
service as a Director of Northern Rock
Building Society should not be aggregated
with his period of service as a Director of
the Company in view of the different legal
structure and business cbjectives of the two
entities. The Board is also satisfied that Sir
George's membership of a Northern Rock

Building Society pension scheme does not




affect his independence. Sir George ceased
to acerue pension benefits after 30 June
1997 and became eligible to receive a
pension on 25 October 2005.

As a highly experienced company director.
Sir George's sound judgement and
challenging approach ensure that he makes
a significant contribution to the work of the
Board and its Committees. He and the other
Non-Executive Directors also provide close
scrutiny of the performance of management

and the reporting of its performance.

INDUCTION AND TRAINING

It is the Company's policy that every
Director should receive appropriate training
when he or she is appointed to the Board,
and subsequently as necessary. During
2005 Mr Queen and Miss Radcliffe both
joined the Board as Non-Executive
Directors whilst Mr Currie and Mr Kuipers

became Executive Directors.

A detailed induction process was completed
for each of the Directors to ensure that they
were able to discharge their responsibifities
effectively; this included in the case of

Mr Queen and Miss Radcliffe, attendance at
the Company’s Interim and Preliminary
Results presentations, where they were
available to meet with major shareholders.
The Company’s induction process is
designed to ensure that every new Director
understands his or her responsibilities as a
Director of the Company. Where
appropriate, the process also enables
Directors to build an understanding of the
Comparty, its business and the market in
which it operates. It also assists with the
formulation of a link with the senior
executives in the Company and facilitates an
understanding of the Company’s main
relationships with its major customers,
suppliers and shareholders.

The initial induction programme is
supported by an ongoing training
programme for all Directors to ensure that
they remain fully up to date with legal,
regulatory and financial developments. In
addition to this programme, at Board
meetings during 2005, a number of the
Company's senior executives provided
presentations concerning their areas of
responsibility. This ensures that the Board
remains fully up to date on the Group's
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business. The ongoing training process is
enhanced by the annual appraisal process,
where Directors are asked to identify areas

where additional training is required.

To enable the Board to function effectively,
all Directors have full and timely access to
all information which may be relevant to
the discharge of their duties and
ob[igatiof{s: The Company also arranges
additional, specific training or support for

any Director who requests it.

The Chairman ensures that all Directors are
properly briefed on issues to be discussed
at Board meetings. All Directors are able to
obtain further advice or seek clarity on
issues raised at Board meetings from within
the Company or from external professional
sources. All Directors have access to the
advice and services of the Company
Secretary who is responsible for ensuring
that Board procedures and applicable rules

and regulations are observed.

Additionally, the Company Secretary
provides regular reports to the Board to
ensure that it remains up to date on the
latest regulatory, legal and governance
developments relevant to the Company and
its officers. Where necessary, the Directors
are able to take independent professional
advice at the Company’s expense.

INDEMNITIES

The Company's Articles of Association
provide an indemnity to Directors against
certain liabilities incurred as a result of
their office. The indemnities extend to
defending any proceedings in which
judgement is given in the Directors’ favour,
or in which they are acquitted or in any
proceedings in which relief is granted by a
court from liability for negligence, default.
breach of duty or breach of trust in
relation to the affairs of the Company. In
addition, the Company arranges Directors
and Officer's Insurance on behalf of its
Directors in accordance with the provisions
of the Companies Act 1985.

BOARD EVALUATION AND DIRECTOR
APPRAISAL

The Combined Code requires that Non-
Executive Directors, the Board and its
Committees should be subject to annual

appraisal. Where a Non-Executive Director

is proposed for re-election beyond six
years, the proposal should be subject to a
particularly rigorous review, and should
take into account the need for progressive
refreshing of the Board.

All Executive Directors, Non-Executive
Directars and the Chairman were subject to
an appraisal during the year under review
to ensure that their contribution continued
to be of the highest standard.

The Chief Executive and all of the Non-
Executive Directors were appraised by the
Chairman whilst the appraisal of the Group
Finance Director, Deputy Chief Executive
and other Executive Directors was
completed by the Chief Executive. After a
meeting of the Non-Executive Directors in
absence of the Chairman and having also
canvassed the opinions of the Executive
Directors, the Senior Independent Director

conducted the appraisal of the Chairman.

For the year under review, the conclusion of
the appraisal exercise was that each Non-
Executive Director, Executive Director and
the Chairman continued to demonstrate a
continued commitment and effective
contribution to their position, The terms of
appointment of each Non-Executive Director
have been renewed for a further year with
effect from 1 January 2006, subject to re-
election where appropriate at the Annual
General Meeting to be held in April 2006.

In addition to the appraisal of the individual
Directors, an evaluation of the Board and its
Committees was also completed. This
evaluation process consisted of a lengthy
guestionnaire that canvassed the Directors’
views on a wide range of matters including,
the effectiveness of the Board, its
Committees and the Chairman. The
Directors were also asked to comment on
the Board meeting process, the composition
of the Board, and the interaction between

the Board and its Committees.

The Secretary reported to the Board on
the outcome of the evaluation exercise.
The process was completed by the Board
considering and debating the Secretary's
report and reviewing the respective
strengths and weaknesses of the Board, its

members and its Committees.




The Secretary reported to the Board that
the evaluation of the Board and its
Committees showed that they were
discharging their responsibilities effectively
and confirmed that the process also
provided useful feedback that would be used

to improve current practice and procedures.

BOARD COMMITTEES

In accordance with the Combined Code
and the best principles of corporate
governance, the Board has established a
number of Committees to assist it in the
way that it deals with matters that are
reserved for its consideration. The
Chairman and membership of each
Committee are set out on page 17

Each Committee has detailed terms of
reference clearly setting out its remit and
authority. In accordance with the
Combined Code, the terms of reference of
the Audit, Nominations, Remuneration and
Risk Committees are available on the
Company’s website and on request in

writing from the Company Secretary.

In addition to the meetings of the Board
and the Committees which took place
throughout the year, the Chairman also held
meetings with Non-Executive Directors in
absence of the Executive Directors and the
Non-Executive Directors met in absence of

the Chairman and the Executives.

The fellowing paragraphs set out details of
the Committees and the particular work
that they undertake.

AUDIT COMMITTEE

The Audit Committee comprises five
independent Non-Executive Directors and
met six times during 2005. It considers
and, where appropriate, advises the Board
on all matters relating to regulatory,
prudential and accounting requirements
that may affect the Group. It also reports
to the Board on both financial and non-
financia! controls. An important aspect of
its rofe is to ensure that an objective and
professional relationship is maintained with
the external auditors.

The Audit Committee has responsibility for
recommending the appointment, re-

appointment and removal of the external
auditors. In February 2005 the Audit
Committee reviewed the effectiveness of

the external auditors and made a
recommendation that they be re-appeinted
for a further 12 months. The Board
accepted this recommendation and an
appropriate resolution was passed at the
2005 Annual General Meeting.

The Audit Committee reviews the scope
and results of the annual external audit, its
cost effectiveness, and the independence
and objectivity of the external auditors. It
also reviews the nature and extent of any
non-audit services provided by the external
auditors. The external auditors may attend
all meetings of the Audit Committee and
they have direct access to the Committee

and its Chairman at all times.

The Chief Internal Auditor provides further
assurance that the significant risks
identified by the business are properly
managed. The Chief Internal Auditor also
has direct access to the Audit Committee
and its Chairman, The Executive Directors
are not members of the Audit Committee
but attend meetings by invitation of the
Audit Committee, as necessary, to facilitate
its business.

The Audit Committee reviews the internal
control system on behalf of the Board and
is also responsible for reviewing the
effectiveness of the Internal Audit function.
At each meeting the Committee receives
reports of reviews conducted throughout
the Company by the Internat Audit and

(beriodically) Compliance functions.

The Combined Code requires the Board to
be satisfied that at least one member of
the Audit Committee has recent and
relevant financial experience. The Board is
satisfied in this regard and, in addition, in
the opinion of the Board the qualifications
of each of the Audit Committee members
gives the Audit Committee the breadth

of financial experience to discharge

its responsibilities.

CHAIRMAN'S COMMITTEE

The principal function of the Chairman’s
Committee is to review the Company’s
strategy and to consider any major
operational issues or proposals for
significant new initiatives that may arise.
The Committee only meets as a formal

Committee in exceptional circumstances

and its activities are reported to the Board.
The Committee comprises the Chairman,
the Executive Directors and the

Company Secretary.

NOMINATIONS COMMITTEE

The Nominations Committee comprises the
Chairman and two independent Non-
Executive Directors. The Committee met
once during 2005. It monitors and reviews
the membership of, and succession to, the
Board of Directors and the Committee
makes recommendations to the Board in
this regard. One of its functions is to
identify potential Executive and Non-
Executive Directors taking inte account
the requirement for the members of the
Board to have an appropriate range of
skills and experience to understand

the activities of Northern Rock and its
subsidiary undertakings.

During 2005, the Nominations Committee
assessed the size of the Board, the
attributes of the Board members, the
continued growth of the Company and its
strategic aims. Following the addition of
two Non-Executive Directors and two
Executive Directors in 2005, the
Nominations Committee believes that the
Board has an appropriate number of
Directors with a suitable range of
knowledge and skills and that, for the time
being, the performance of the Board would
not be improved by the recruitment of

additional directors.

During 2005, the Committee also
considered the succession to the position
of Senior Independent Director, in
anticipation of 5ir Gearge Russell’s
retirement from the Board. Having
considered the duties and expectations of
the position, Sir lan Gibson taking no part
in the debate, the Committee concluded
that Sir lan possessed the necessary
qualities of experience and business
acumen, The Committee therefore
recommended to the Board that the
appointment should be made, and at its
November meeting, the Board approved

this recommendation.

REMUNERATION COMMITTEE
The Remuneration Committee comprises
seven independent Non-Executive Directors
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and met twice in 2005. It is responsible for
considering and advising the Board on the
remuneration policy for Executive Directors
and the Chairman, and for determining their
remuneration packages. In discharging its
responsibilities the Remuneration Committee
takes professional advice from within and
outside the Company. It is the Board's
responsibility to determine the remuneration
policy for Non-Executive Directors within the
limits set in the Articles of Association. The
Remuneration Committee also determines
the level of remuneration for the Company’s
Management Board Directors (comprising
management at the level immediately below
the Board).

In accordance with the requirements of the
Directors’ Remuneration Report
Regulations 2002 further information may
be found in the Company’s Directors’

Remuneration Report.

RISK COMMITTEE

The Risk Committee comprises four
independent Non-Executive Directors and
the Executive Directors, Keith Currie and
Andy Kuipers having been appointed to the
Committee with effect from 1 January
2006. The Risk Commitiee met four times
during 2005. The main role of the Risk
Committee is to review, on behalf of the
Board, the key risks inherent in the
business, the system of control necessary
to manage such risks, and to present their
findings to the Board.

This responsibility requires the Risk
Committee to keep under review the
effectiveness of the Group's system of
internal controls, which includes financial,
operational, compliance and risk
management controls and to foster a
culture that emphasises and demonstrates
the benefits of a risk-based approach to
internal contro! and management of the
Group. The Risk Committee fulfils this remit
by reinforcing management’s control
cansciousness and making appropriate
recommendations to the Board on all
significant matters relating to the Group’s

risk strategy and policies.

Other responsibilities of the Risk
Committee include keeping under review
the effectiveness of the Group's risk

management infrastructure. This involves an

assessment of risk management procedures
(for the identification, measurement and
control of key risk exposures) in
accordance with changes in the operating
environment. it is also primarily responsible
for considering the major findings of any of
the Financial Services Authority or
internal/external audit’s risk management

review and management’s response.

To assist the Board in discharging its
responsibilities for the setting of Risk
policy, the Risk Committee periodically
reviews the Group's credit risk, interest rate
risk, liquidity risk and operational risk
exposures in refation to the Board's risk
appetite and the Group's capital adequacy.
As part of the implementation of the
International Convergence of Capital
Measurement and Capital Standards:
Revised Framework {commonly known as
Basle I} the Committee has responsibility
for monitoring the performance of the
Company’s Basle credit rating systems and
reviewing reports prepared by the Credit
Risk Management Croup and the Basle
Steering Group.

The Risk Committee also ensures that the
public disclosure of information regarding
the Group's risk management pelicies and
key risk exposures is in accordance with the
statutory requirements and financial
reporting standards.

INTERNAL CONTROL

The Board of Directors is responsible for the
Group's system of internal control and for
annually reviewing its effectiveness. The
system of internal control is designed to
manage risk rather than eliminate it and in
this regard, the Board considers that
Northern Rock is a well-controlled, risk-
averse business that continues to adopt a
prudent stance in the management of risk.
Through the work undertaken in this area by
the Audit Committee and reported to it, the
Board has reviewed the effectiveness of the
system of internal control and is satisfied
that there is a sound system of internal
control that safeguards shareholders’

investments and the Company’s assets.

In accordance with the guidance set out in
the Turnbull Guidance on Internal Control,
the Company has an ongoing process for
identifying, evaluating and managing the

significant risks faced by it. This process
was in place for the period 1 January 2005
to 31 December 2005 and remained in
place on the date that the 2005 Annual
Report and Accounts was approved by the
Board. As part of the Company’s
continuing evaluation of internal control,
the Board has reviewed and {where
necessary) updated the process for
identifying and evaluating significant

risks affecting the business and the
policies and procedures by which these

risks are managed.

The Company is committed to developing
and maintaining a control-conscious culture
in all areas. This is achieved through a well-
defined organisational structure with clear
reporting lines and a commitment to
recruiting and training staff governed by
appropriate codes of conduct. In addition,
the Group maintains procedure manuals
that detail the procedures to control
physical and logical access, segregation of
duties and credit, expenditure and other
authorisation limits. There are well-
established budgetary and strategic
planning cycles, and the Board reviews the
results monthly against budgets, forecasts
and prior year actual results, together with

ather key business measures.

The Chief Executive reports to the Board
on behalf of the Executive Committee on
significant changes in the business and the
external environment which affect
significant risks. The Board also receives
monthly financial information, which
includes key performance and risk
indicators. Where areas for improvement in
the system are identified, the Board
considers the recommendations made by
the Executive Committee, the Risk
Committee and the Audit Committee.

A detailed description of the Group's
approach to financiaf risk management and
the related use of derivatives is set out in
note 39 to the accounts. Material risk
exposures are subject to Board policy
statements that set out the exposure limits of
the risks and the hedges and control
techniques to be utilised. In addition. regular
reporting of all risk exposures is monitored
throughout the Company by the Operational
Risk Group whose membership is drawn from
each of the Company’s departments within




which operational risk may arise. This Group
reports to Management Board Asset

and Liability Committee on a monthly basis
and subsequently to each meeting of

Risk Committee.

The Company's Internal Audit function
provides a degree of assurance as to the
operation and validity of the system of
internal control and planned corrective
actions are independently monitored for

timely completion.

The Company has in place a formal
procedure by which staff can, in
confidence, raise concerns about possible
improprieties in financial and other matters
— commonly referred to as ‘whistleblowing’
procedures. Details of these arrangements
are set out in the Company’s Standards of
Business Conduct. The Company's
whistleblowing policy is intended to
encourage and enable staff to raise serious
concerns. Employees reporting concerns in
this way are afforded certain rights through
legislation (Public Interest Disclosure Act
1998) and have access to a confidential

‘whistleblowing’ telephone line.

The Audit Committee reviews this
procedure on an annual basis and remains
satisfied that it incorporates arrangements
for the proportionate and independent
investigation of matters raised and for
appropriate follow up action.

COMMUNICATIONS

A Summary Financial Statement is issued to
all shareholders and a copy of the Annual
Report and Accounts is available by written
request to the Company Secretary or from
the Northern Rock website:
www.northernrock.co.uk. The Company
communicates regularly with its
shareholders who are given the opportunity
to raise matters for discussion at the Annual
General Meeting. The Company also deals
with a number of written enquiries from

shareholders throughout the year

The Company regards communication with
institutional shareholders as important and
its Investor Relations department maintains
a high level of contact throughout the year
with institutional shareholders.

The Company Secretary also reports
regularly to the Board on feedback

received from shareholders. Additionally,
the Chief Executive, Group Finance Director
and other Executive Directors have
extensive ongoing contact with
shareholders and feedback arising from this
is also reported to the Board. Coupled with
presentations from analysts and brokers
throughout the year, these arrangements
ensure that all Directors, both Executive
and Non-Executive, remain up to date on

the views of major shareholders.

As Senior Independent Director, Sir George
Russell (and after his retirement, Sir lan
Gibson) is available to shareholders if they
have concerns which contact through the
normal channels of Chairman, Chief
Executive or Group Finance Director has
failed to resolve or for which such contact

is inappropriate.

To ensure that opportunities are offered to
major shareholders to meet with members
of the Board, a number of more informal
meetings are also held throughout the year
where investor feedback on strategy and

governance is encouraged.

GOING CONCERN

The Directors are satisfied that the Group
has adequate resources to continue in
business for the foreseeable future. For this
reason, they continue to adopt the going

concern basis in preparing the accounts.

STATEMENT OF DIRECTORS
RESPONSIBILITIES

The Companies Act 1985 requires the
Directors to prepare financial statements
for each financial year that give a true and
fair view of the state of affairs of the
Company and Group as at the end of the
year and of the profit or loss of the Group
for the year.

The Directors consider that in preparing
the financial statements on pages 50 to
102 appropriate accounting policies,
consistently applied and supported by
reasonable and prudent judgements and
estimates, have been used and that
applicable accounting standards have

been followed.

The Directors are responsible for ensuring
that the Company and Group keeps
accounting records that disclose with

reasonable accuracy at any time the

Company and Group's financial position
and that enable them to ensure that the
financial statements comply with the
Companies Act 1985. They are also
responsible for safeguarding the assets of
the Company and Group and hence for
taking reasonable steps to prevent and

detect fraud and other irregularities.

COMMITTEES
Membership of the Board’'s Committees is
set out below.

AUDIT COMMITTEE

+ Sir Derek Wanless (Chairman)
=+ N A H Fenwick

+ Sir lan Gibson

+ N Pease

4+ M) Queen

CHAIRMAN'S COMMITTEE
+ Dr M W Ridley (Chairman)
* A ] Applegarth

* D F Baker

* R F Bennett

* A M Kuipers

* K M Currie

* C Taylor

NOMINATIONS COMMITTEE
+ Dr M W Ridley (Chairman}
+ Sir lan Gibson

+ Sir Derek Wanless

REMUNERATION COMMITTEE
+ N Pease {Chairman)

+ N A H Fenwick

+ Sir lan Gibson

+ M ] Queen

+ R A Radcliffe

+ Sir George Russell

+ Sir Derek Wanless

RISK COMMITTEE

+ Sir Derek Wanless (Chairman)

+ Sir lan Gibson

+ R A Radcliffe

+ Sir George Russeil

* A ] Applegarth

* D F Baker

* R F Bennett

* K M Currie (appointed 1 January 2006)
* A M Kuipers (appointed 1 January 2006)

+ Non-Executive Director
* Executive Director

* Executive




SUMMARY
The Directors’ Remuneration Report is
presented to shareholders by the Board

and contains the following information:

® A description of the role of the

Remuneration Committee:

® A summary of the Group’s
Remuneration Policy including a
statement of the Company's policy on
Directors’ remuneration;

® Craphs illustrating the performance of
the Company relative to the FTSE 100
Index and the FTSE 350 Index for the

last five years;

® Details of the terms of the service
contracts and the remuneration of
each Director for the preceding

financial year;

® Details of the share options and awards
under long-term incentive schemes held
by the Directors; and

® Details of each Director’s interests in

Ordinary Shares in the Company.

This Report complies with the Directors’
Remuneration Report Regulations 2002
{“the Regulations"). This Report also sets
out how the principles of the Combined
Code relating to Executive Director

remuneration are applied by the Group.

A resolution will be put to Shareholders at
the Annual General Meeting on 25 April
2006 inviting them to consider and
approve this Report.

THE REMUNERATION COMMITTEE
The Remuneration Committee {the
Committee) consists entirely of
independent Non-Executive Directors
and comprises Ms N Pease (Chairmany),
Mr N A H Fenwick, Sir lan Gibson,

Mr M | Queen, Miss R A Radcliffe,

Sir George Russell and Sir Derek Wanless.

Where appropriate, the Chairman and Chief
Executive are invited to attend meetings of
the Committee, save that they are absent
when their own remuneration is under
consideration. The Committee aperates
within agreed terms of reference and has
responsibility for making recommendations
to the Board on the Group's general policy

relating to executive remuneration. It also

determines on behalf of the Board, specific
remuneration packages for the Chairman,
the Executive Directors and the
Management Board Directors, being the
level of management immediately below
the Board.

The Committee meets regularly and takes
advice from both inside and outside the
Croup on a range of matters, including the
scale and composition of the total
remuneration package payable in
comparable financial institutions to
people with similar qualifications,

skills and experience.

The following persons and advisors
provided advice or services that materiaily
assisted the Committee in its consideration
of Directors’ remuneration matters during
the year:

® The Committee consulted the Chief
Executive on matters relating to the
remuneration of the other Executive
Directors who report to him. The
Chairman was also consulted in
relation to the remuneration of all

Executive Directors;

® Internal support was provided to the

Committee by the Company Secretary:

e  Watson Wyatt LLP advised the
Committee on a range of issues
including the benchmarking of
Executive Directors’ salaries and the
Chairman’s fee. In addition to providing
this advice to the Committee, Watson
Wyatt LLP advised the Board on the
benchmarking of Non-Executive
Directors’ fees and are the consulting
actuaries 1o the Company who advised

On various pension issues;

® |nbucon Administration Ltd was
responsible for preparing Total
Shareholder Return calculations for the
purposes of the Company’s Long Term
Incentive Plan and this Remuneration
Report. Inbucon Administration Ltd did
not provide other advice or services to

the Company; and

¢  Freshfields Bruckhaus Deringer advised
the Company on various share plan
matters and compliance with the
Regulations. They are the Company’s

main legal advisor.

COMPLIANCE

The Company has complied with the
provisions of the Combined Code relating
to Directors’ remuneration throughout

the year.

REMUNERATION POLICY FOR EXECUTIVE
DIRECTORS

The Committee believes that the
continuing improvement in the
performance of Northern Rock depends on
individual contributions made by the
Executive Directors. For this reason, the
remuneration policy is designed to provide
competitive packages to motivate, reward
and retain Executive Directors of high
guality and to align their interests with
those of shareholders.

The Board has adopted. on the
recommendation of the Committee, a
remuneration policy with the abjectives set
out below:

{i) The remuneration packages for
Executive Directors are designed to be

competitive in terms of market practice;

(i} Performance-related remuneration
should seek to align the interests of
Executive Directors with those of the
shareholders through the imposition of
stretching corporate performance
targets and the satisfaction of most
short and longer term incentives in the

form of shares; and

(i) To motivate for future achievement, a
significant proportion of remuneration
should be based on operaticnal and
financial performance both in the short
and long term together with the
individual contribution made by the

Executive Directors.

It is intended that this policy should
continue to apply for 2006 and
subsequent years

The Committee regularly reviews all aspects
of remuneration to ensure they remain
appropriate. The operation of share
incentive schemes is kept under review

to ensure that they remain appropriate

to the Company’s current circumstances

and prospects.

This report sets out the Company's policy

on Executive Directors’ remuneration for




2006 and, so far as practicable, for
subsequent years. The inclusion in the
report of remuneration policy in respect of
years after 2006 is required by the
Regulations. The Committee is able to state
its remuneration policy for 2006 with
reasonable certainty, and this policy will
continue in subsequent years unless
changed by the Committee. The Committee
considers that a successful remuneration
policy needs to be sufficiently flexible to
take account of future changes in the
Company's business environment and in

remuneration practice.

Any changes in policy for years after 2006
will be described in future Directors’
Remuneration Reports; such reports will
continue to be subject to shareholder
approval. All statements in this report in
relation to remuneration policy for years
after 2006 should be read in light of

this paragraph.

ELEMENTS OF REMUNERATION
Remuneration comprises: basic salary,
annual bonus, pension benefits and benefits
in kind. In addition, Executive Directors and
senior executives participate in certain share
based incentive schemes, comprising the
bonus matching plan, deferred share
scheme and long term incentive plan. These
share-based incentive schemes, and the
annual bonus, are performance-related, and
the Remuneration Committee regards them
as a key element in the Executive Directors’

remuneration package.

As a result of changes to the performance-
related elements of remuneration in recent
years (including, from 2005, the imposition
of a corporate performance condition on
awards vesting under the bonus matching
plan and deferred share scheme, and the
increase in annual bonus potential as
described below), the performance-related
element of total potential remuneration has

materially increased in recent years.

BASIC SALARY

The Committee’s objective is that Executive
Directors’ basic salaries should be paid at
an appropriate level to take account of
both personal performance and of salaries
within a comparator group of financial
institutions. The Committee considers that

exceptional performance, whether
corporate or individual, should be rewarded
through benus and incentive schemes

rather than basic salary.

Salaries are reviewed annually for each
Executive Director, and revised salaries took

effect from 1 January 2006 as follows:

A ) Applegarth

£690,000 (2005 - £625,000)

D F Baker

£455,000 (2005 - £390,000)

R F Bennett

£455,000 (2005 - £390,000)

K M Currie

£365,000 (2005 - £270,000
from 5 January 2005)

A M Kuipers

£365.000 {2005 - £270,000

from 5 January 2005)

The revised salaries of the Executive
Directors have been benchmarked against
salaries paid for similar positions in banks
in the FTSE 100 Index and for companies
in positions 63 — 87 in the FTSE 100 Index
being the grouping of companies around
Northern Rock in the FTSE as of 30 June
2005, the date of the exercise.

During 2005 the Company's 12
Management Board Directors were
paid salaries ranging from £90,000
to £192,000.

SHORT TERM BONUS SCHEME
Northern Rock operates a short term cash
bonus scheme under which payments are
made on an annual basis at the discretion
of the Committee. All of the Executive
Directors and certain senior executives

participate in this scheme.

This cash bonus scheme relates to year-on-
year increases in the Group's statutory
profit before taxation, adjusted to exclude
the effect of extraordinary and exceptional
items and payments to The Northern Rock
Foundation, with increases in profit before
taxation generating a bonus payment equal
to a percentage of salary. Only where there
is an increase in profit before taxation will
participants be eligible for a short term
bonus. Every 1% increase in profit before
taxation generates a bonus payment equal

to 5% of salary with a maximum of 100%
of salary by way of bonus for 20% increase
in profits {with a sliding scale between
these points). Payment of one-third of the
bonus will be subject to the Committee’s
view of the participant’s personal
performance, and the remaining two-thirds
relates to the performance of the business.
The bonus payable is reduced by the value
of shares appropriated under the all-
employee Inland Revenue Share Incentive
Plan for the year, to the extent needed to
ensure that the relevant bonus cap is not
exceeded. On this basis, the bonus earned
in respect of 2005 was 84.7% of salary.

For 2006 and thereafter the Committee
will continue to operate the cash bonus
scheme on the same basis as for 2005 save
that the level of bonus will be based upon
increases in underlying profit attributable
to equity shareholders. This will provide a
more transparent method of performance
comparison under the new International
Financial Reporting Standards and will more
closely align scheme payments to
shareholder interests.

BONUS MATCHING PLAN

Participants are also encouraged to identify
with the interests of shareholders by
investing some of their own funds in
Northern Rock. All of the Executive
Directors and certain other senior
executives are entitled to elect for all or
part of the after tax amount of their annual
cash bonus to be used to acguire shares
which will be held for a period of three
years; alternatively they may elect to
deposit their own shares with an aggregate
value not exceeding the cash amount of the
after tax bonus. The shares acquired or
deposited will be eligible for additional
“matched” shares at the end of the three-
year period, provided the participant has
remained an employee of the Group.

The plan is designed to achieve one-for-
one matching on an after tax basis. As the
participant’s shares are invested in the plan
on an after tax basis, but the matched
shares only attract income tax and national
insurance contributions if and when they
are released from the plan, the number of
matched shares is increased (by reference
to tax rates at the time the matching shares
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are initially awarded) to reflect the fact that
they will attract income tax if and when
they are released. Entitlement to the
matched shares will normally be lost if the
participant leaves employment except in

certain “good leaver” circumstances.

For awards made under the bonus matching
plan in 2005 and future years, the release
of matched share awards is dependent on
the Group achieving average real EPS
growth of 3% per annum over the three
financia! years pending their release. This
performance target was also adopted for
deferred share awards made under the
deferred scheme referred to below and was
given shareholder approval at the Annual
General Meeting on 26 April 2005.

The bonus matching plan was operated in
respect of 2005, resulting in the share
awards to Executive Directors described
on page 26. The Committee will continue
to operate it in respect of 2006 and
future years.

The beneficial ownership of the matched
shares transfers to the participant on the
grant of an award. The matched shares will
be forfeited if the participant ceases to be
entitled to them except in certain “good
leaver” circumstances. The participant

will be entitled to any dividends paid

on their matched shares during the
restricted period.

DEFERRED SHARE SCHEME

Under a separate element of the short term
bonus scheme, the Committee may grant to
Executive Directors and certain senior
executives who receive a cash bonus under
that scheme an award of shares with a pre-
tax value equal to the pre-tax value of their
cash bonus. A participant who is granted
an award must normally continue to hold
these shares and remain an employee of
the Group for a period of three years from
the date of the award in order to retain the
full number of shares so granted to them,
although shares will be released earlier in

certain “good leaver” circumstances.

This deferred share scheme was operated in
respect of 2005 resulting in the share
awards to Executive Directors described on
page 27 The Committee will continue to

o -

operate the deferred share scheme in

respect of 2006 and future years.

The beneficial ownership of the deferred
shares transfers to the participant on the
grant of an award. The deferred shares will
be forfeited if the participant ceases to be
entitled to them except in certain “good
leaver” circumstances. The participant will
be entitled to any dividends paid on their

deferred shares during the restricted period.

LONG TERM INCENTIVE PLAN

All Executive Directors participate in a long
term incentive plan (“LTIP"), which was
approved by shareholders in 1998. Awards
have been made in 1998 and each
subsequent year thereafter. The plan
involves the grant of share awards, which
can only be released if demanding
performance targets are achieved and if the
participant remains in employment, except
in certain “good leaver” circumstances. The
number of shares comprised in an award is
calculated by reference to a percentage of
salary, with the maximum award of shares
being 100% of salary.

Performance is measured over a three year
period on the basis of total shareholder
return {“TSR"), comparing the Company's
performance to that of the companies in an
appropriate index at the date of an award.
The Remuneration Committee decided that,
for awards in 2005 and subsequent years,
the FTSE 100 Index would be used. For
previous awards, the FTSE 350 Index was
used because, at the time the LTIP was
approved in 1998, the Company's market
capitalisation placed it around the mid-
point of the constituents of that index. The
Company joined the FTSE 100 Index in
September 2001. The extent to which an
award is realisable depends on the
Company's ranking in this comparison.
Awards are released on a sliding scale
between median and top quartile
performance with 25 per cent of an award
being released for median performance and
100 per cent of the award being released
for a ranking within the top quartile. If the
Group’s performance is below the median,
none of the shares in an award will vest.

There is no re-testing of targets.

There is also an earnings per share
threshold, which requires that the Group's
earnings per share growth over the three
year period must exceed the growth in the
UK Retail Prices Index ("RPI") by an average
of at least 3% per annum. This
performance condition is designed to
ensure that the vesting level of LTIP awards
is dependent on satisfactory year-on-year
financial performance as well as above-
median TSR ranking.

The LTIP was operated in 2005, resulting in
the share awards to Executive Directors set
out in the table on page 29. The
Committee will continue to operate it for
Executive Directors in 2006 and future
years. A separate share scheme, in
substantially the same terms as the LTIP,
has been adopted by the Remuneration
Committee and is extended to 36
executives. This is also now subject to the
FTSE 100 performance target. Executive
Directors are not eligible to participate in
this scheme, and awards under it will be

satisfied with existing shares only.

ALL-EMPLOYEE SHARE SCHEMES
Executive Directors are eligible to
participate in the Company's all-employee
share schemes on the same terms as other
employees. These schemes comprise:

(i) The Sharesave Scheme, a savings-
related share option scheme available
to all employees. This scheme operates
within specific tax legislation {including
a requirement to finance exercise of the
option using the proceeds of a monthly
savings contract), and exercise of the
option is not subject to satisfaction of

a performance target;

(i) The Employee Share Option Scheme,
an HM Revenue & Customs approved
share option scheme under which
options have been granted to
substantially all employees. Under this
scheme the aggregate exercise value of
unexercised options may not exceed
£30,000. Options under this scheme
may not be exercised unless real
earnings per share of the Company has
grown by more than 2% over the life of
the option. This performance condition

is designed to ensure that the




exercisability of options is dependent
on satisfactory year-on-year financial

performance on a sustained basis; and

(iii) The Share Incentive Plan (“SIP"), under
which the maximum value of free shares
awarded to employees cannot exceed
£3,000 per year. The value of share
awards under this scheme is dependent
on the Group’s profits. The SiP
aperates within specific tax legislation.
Any payment made under the SIP
together with any amount payable
under the short term cash bonus
scheme may not exceed the overall

bonus cap from time to time.

The Commiitee is satisfied that these
schemes constitute a well considered overall
plan for Executive Directors” and senior
executives’ long-term remuneration. These
schemes are kept under regular review, to
take account of changing circumstances.
Bonus and share incentive scheme
payments are not taken into account for
pension purposes. |t should be noted that
the Executive Directors elected not to
participate in the last two grants made
under the Employee Share Option Scheme,
namely those made in 2002 and 2005.

PENSION BENEFITS

The following section describes the pension
arrangements currently in force for the
Executive Directors. These arrangements will
be affected by changes to the tax treatment
of the current UK pension regime contained
in the Finance Act 2004 which is effective
from 6 April 2006 ("A Day"). The Company
will not reimburse any additional tax
burden that falls due to an individual
Executive Director. The Company has also
agreed to pay those employees who elect
to "cap” their pension at A Day a cash
supplement in respect of the loss of future
pension accrual, on a cost neutral basis to
the Company. As a consequence of these
changes, a principle of cost neutrality will
apply to those Executive Directors who,
with the Company’s agreement, take early
retirement at 55, without actuarial
reduction of pension. Where this occurs,
the money that would have been paid into
the Northern Rock Pension Scheme to

offset the actuarial reduction, will be paid

to the individual and subject to deduction

in respect of income tax and National
Insurance. The Company will re-imburse
reasonable professional fees for advice to
Executive Directors concerning the changes
to the pension regime.

Each of the Executive Directors currently
participates in the Northern Rock Pension
Scheme, a contributory pension scheme
which provides a pension of up to two-
thirds of pensionable salary on retirement,
dependent upon service. On death in
service the scheme also provides for a
dependant’s pension and a lump sum of
four times basic salary. This pension and
life assurance is provided from the scheme
(to the extent permitted by legislation) and

otherwise from separate arrangements.

The normal retirement age under the
pension scheme is 60 which enables
members to achieve the maximum pension
of 2/3rds of their salary at normal

retirement age after 40 years service,

For death before retirement whilst in
service, a capital sum equal to four times
the annual rate of basic earnings, excluding
Director’s fees, is payable, plus a return of
member's contributions. In addition, a
pension of 50% of the member’s
prospective pension at the age of 60,
based on pensionable earnings at death, is
payable to a surviving spouse providing the
couple were married before retirement. On
death before retirement after leaving the
scheme, a benefit of 50% of the member’s
deferred pension, re-valued to the date of
death, is payable to a surviving spouse. For
death in retirement, a spouse’s pension of
50% of the member’s pre-commutation
pension is payable. In certain circumstances
a children’s allowance is payable, usuvally up
to the age of 18 (or up to the age of 21 if
they are in full-time education).

Subject to the Trustees’ approval, early
retirement may be granted from the age of
50, or at any age due to ill-health. The
pension is calculated at the date of
retirement based on accrued pensionable
service and final pensionable earnings at
that date. The pension will then be
actuarially reduced to take account of early
payment by an amount of 0.25% for each
complete month before normal retirement
date. The Company and the Trustees have

agreed that if Mr Applegarth or Mr Baker
(having attained age 55) retire with the
consent of the Company they will receive
immediate payment of their accrued
pension without the application of an

actuarial reduction,

If Mr Applegarth or Mr Baker elect to retire
after attaining the age of 55 without the
consent of the Company they will receive
an immediate pension being the accrued
deferred pension reduced by 3% for each
year or proportionate part thereof by

which retirement precedes age 60.

Post retirement increases to pensions arising
from membership of the defined benefit
scheme are guaranteed each year at the rate
of 3% per annum compound, subject to any
guaranteed minimum pension. Pension
benefits accrued after 5 April 1997 are
guaranteed to increase in line with inflation,

to a maximum of 5% per annum.

In addition to the normal scheme increases,
and subject to the defined benefit scheme
fund having adequate resources, the
Trustees may award further discretionary
increases each April. Members of the
scheme have the option to pay additional
voluntary contributions to secure
additional benefits within regulatory

limits, to which the Company does

not contribute.

The Company also operates an unapproved
unfunded arrangement for Mr Bennett
{which is provided for in the Company's
accounts and maintains pension
entitlement from previous employment) to
provide additional benefits to the main
scheme. The unfunded arrangement is
designed to ensure that Mr Bennett (or his
spouse) will receive the level of pension
benefit in respect of his eligible earnings in
excess of the pensions “earnings cap”,
currently £105,600 (2004/05 -
£102,000 ) per annum, which are not
pensioned by the Northern Rock Pension
Scheme. Mr Bennett contributes 5% of his
basic salary including those earnings in
excess of the earnings cap. Mr Bennett’s
pension will accrue at the rate of 1/36th of
pensionable earnings for each year (and
pro rata for each part year} of pensionable
service from 1 November 1993 (date
joined pension scheme). In addition, all
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pension calculations shall include
pensionable service brought forward from
previous employers of 19 years 5 months
at a rate of accrual of 1/60th per annum
and 5 years 1 month at a rate of accrual of
1/36th per annum.

The total of the pension provided for

Mr Bennett at normal retirement date or at
any age after his 55th birthday, where the
retirement is by mutual consent or at the
Company's request, shall be the maximum
of two thirds of his uncapped final
pensionable earnings. If retirement occurs
prior to age 60 without the consent of the
Company, he may elect to receive an
immediate pension being the accrued
deferred pension with a maximum of two
thirds of his uncapped final pensionable
earnings reduced by 3% for each year (and
proportionate for each part thereof) by
which retirement precedes age 60.

The aggregate of pension increases to be
provided whether in deferment or in
payment shall be the greater of 5% per
annum or RPI, subject to any guaranteed
minimum pension and the increases as
granted by the Trustees of the scheme

inclusive of any discretionary increases.

Should Mr Bennett die in service or in
receipt of benefits under the Company’s
Permanent Health Insurance Scheme prior
to age 60, a lump sum shall be paid of four
times his earnings at death plus a return of
his contributions. In addition, if he leaves a
surviving spouse she shall receive a pension
of four ninths of his uncapped final
pensionable earnings. Any child or children
under the age of 25 receiving full-time
education would receive an allowance of
one half of the entitlement of the surviving
spouse, Should Mr Bennett die whilst in
receipt of a pension prior to age 60, a
lump sum of four times his earnings at
retirement shall be payable. On death in
receipt of a pension, any surviving spouse
would receive a pension of two thirds of
the pension Mr Bennett would have been
receiving at death, ignoring any pension
commuted for a tax free cash sum.

Any income tax or other related tax due on
the Company’s contribution to the

unfunded arrangement which, under an

A L
uncapped arrangement, would not have
been paid by Mr Bennett, will be borne by
the Company up to two thirds of the
contribution amount. In addition, any
income tax or related tax due on the cash
sum commutation will be borne by the
Company up to two thirds of the

commutation amount.

BENEFITS IN KIND

Each Executive Director is provided with
company car and medical insurance
benefits. The Executive Directors had, as
employees of Northern Rock Building
Society {or in the case of Mr Currie and
Mr Kuipers as employees of the Company
prior to their appointment as Directors),
entitlement to participate in a
concessionary mortgage scheme at the
discretion of the Board. No further new
loans may be made under the scheme
following conversion to plc status, but
existing loans are not affected.

POLICY ON EXECUTIVE DIRECTORS’
SERVICE CONTRACTS

itis the policy of the Company that
Executive Directors’ service contracts can
be terminated by 12 months’ notice given
to an Executive Director at any time. Each
Executive Director can terminate his

employment by giving 6 months’ notice.

All of the Executive Directars’ contracts
may be terminated immediately by
Northern Rock either with {for Mr Baker
and Mr Bennett) the payment of liquidated
damages equal to 12 months’ salary and
the value of annual bonus and benefits

or (for Mr Applegarth, Mr Kuipers and

Mr Currie} a payment in lieu of notice
equal to such amount. Mr Applegarth,

Mr Baker and Mr Bennett would, in the
event of a change of control of Northern
Rock, be entitled to terminate employment
and receive a liquidated damages payment
calculated on the same basis. The terms of
reference of the Remuneration Committee
make it clear that the Remuneration
Committee seeks, in appropriate
circumstances, to mitigate the amount of
termination payments made to Executive

Directors.

POLICY ON EXTERNAL NON-EXECUTIVE
DIRECTORSHIPS HELD BY EXECUTIVE
DIRECTORS

Executive Directors are permitted to hold
one external non-executive directorship
unrelated to the Company’s business,
provided that the time commitment is not
material. Executive Directors are permitted
to retain any fees arising from such a non-
executive directorship. On this basis,

Mr Bennett is a Non-Executive Director of
Greggs plc, and Mr Bennett was entitled to
fees of £28,000 from that company in
respect of 2005. Mr Applegarth was
appointed as a Non-Executive Director of
Persimmon Homes ple in May 2005 and
was entitled to fees of £26,667 in respect
of 2005,




PERFORMANCE GRAPHS SERVICE CONTRACTS
The performance graphs set out below illustrate the Group’s Total Shareholder Return ("TSR™) Mr Applegarth is employed under a service
performance over the preceding five years, 2001 to 2005, compared with that of the FTSE contract with the Company dated 1 March
100 Index of which Northern Rock has been a constituent since September 2001, and that of 2001. His current annual salary is
the FTSE 350 Index of which Northern Rock was a constituent prior to September 2001. £690,000, and he is entitled under the
contract t ticipation in the C "
The FTSE 350 Index has been included because members of this index comprise the niract o participation in the L-ompanys
. . . bonus scheme, a company car (or allowance
comparator group for long term incentive plan purposes for 2004 and prior. The performance L .
] ] i in lieu}, membership of the Company’s
graphs have been prepared in accordance with the Regulations. . )
pension scheme, life assurance cover equal

to four times salary, permanent health

FTSE 100 _ _ .
insurance, private medical insurance cover
TSR % 60— and the continuation of a mortgage at a
concessionary rate {which was granted
20— before the Company's conversion to plc
status). Mr Applegarth’s contract is for an
404 indefinite term ending automatically on his
retirement date {age 60), but may be
307 terminated by 12 months notice given by
20— the Company and 6 months notice given by
/\ / Mr Applegarth. The Company may at its
10— discretion elect to terminate the contract by
/ making a payment in fieu of notice equal to:
° (i) 100 per cent of basic annual salary;
-0 (i} The amount of annual bonus paid in
20 respect of the preceding financial year;
and
-30 {iii} The annual cost to the Company of
2001 (%) 2002(%) 2003(%) 2004(%) 2005(%) providing pension and all other benefits
Northern Rock +51 +8 +12 +13 +25 to which Mr Applegarth is entitled
FTSE 100 — -4 -22 +18 +H +21 under his contract.
FTSE 350 In addition, Mr Applegarth may elect to
terminate the contract on one month’s
T5R % 60 — notice given within six months following a
0 change of control of the Company. In these

circumstances, Mr Applegarth would
40 - become entitled to a lump sum payment
equal to the aggregate of:

307 {i) 100 per cent of basic annual safary;

20 — {ii) The amount of annual bonus paid in
respect of the preceding financial year;

and

(iii) The annual cost to the Company of

providing pension and all other benefits

-10 — specified in his service contract.

.20 — Mr Bennett is employed under a service

i

contract with the Company dated

-30 26 August 1997, which was amended by a
supplemental agreement dated 12 March
2001 (%) 2002(%) 2003(%) 2004 (%) 2005(%) ) _
Northern Rock +51 +8 12 +13 +25 1998. His current annual salary is
FTSE 350 — -3 -23 +20 +13 +22 £455,000. He is entitled to the same

benefits as those specified above in relation
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to Mr Applegarth, save that Mr Bennett is
entitled to special pension arrangements
which are described on pages 21 and 22.

Mr Bennett's contract is for an indefinite
term ending automatically on his retirement
date (age 60), but may be terminated by
12 months' notice given by the Company
and & months’ notice given by Mr Bennett,
The Company may at its discretion elect to
terminate the contract early by making a
payment of liquidated damages calculated
in the manner set out above in refation to
Mr Applegarth's post-change of control
liquidated damages entitlement.

In the event of a change of control of the
Company, Mr Bennett may elect to
terminate the contract and receive a lump
sum payment calculated in the manner set
out above in relation to Mr Applegarth.

Mr Baker is employed under a service
contract with the Company dated

26 August 1997, which was amended by
supplemental agreements dated 12 March
1998 and 1 July 1999. His current annual
salary is £455,000. He is entitled to the
same benefits as those specified above in
relation to Mr Applegarth (save that

Mr Baker has repaid the mortgage awarded
to him before the Company's conversion to
plc status, and is not entitled to a further
mortgage on concessionary terms).

Mr Baker's cantract is for an indefinite term
ending automatically on his retirement date
{age 60), but may be terminated by

12 months’ notice given by the Company
and 6 maonths’ notice given by Mr Baker.

The Company may elect to terminate the
contract by making a payment of liquidated
damages calculated in the manner set out
above in relation to Mr Bennett. In the
event of a change of control of the
Company, Mr Baker may elect to terminate
the contract and receive a lump sum
payment calculated in the manner set out
above in relation to Mr Applegarth.

Mr Currie and Mr Kuipers are each
employed under service contracts with the
Company dated 5 January 2005. Their
current annual salaries are £365,000, and
they are entitled under the terms of their
contracts to participate in the Company's

bonus scheme, to receive a company car

and expenses (or a monthly car allowance).
membership of the Company’s pension
scheme, life assurance cover equal to four
times basic salary and the continuation of a
concessionary mortgage (which was
granied to them before they became
directors of the Company). Their contracts
are for an indefinite term ending
automatically on their retirement (age 60).
The contracts may however be terminated
by 12 months’ notice given by the
Company and six months’ notice given by

the Directors.

The Company may at its discretion elect to
terminate Mr Currie’'s and Mr Kuipers’
contracts by making a payment in lieu of

notice equal to:
(i) 100 per cent of basic salary;

{ii) The amount of annual bonus paid in
respect of the preceding financial year;

and

(iii) The annual cost to the Company of
providing pension and all other benefits
to which they are entitled under their

contracts.

The payment in lieu of notice payments
may be made in phased instalments at the

Company’s discretion.

REMUNERATION OF THE CHAIRMAN
AND NON-EXECUTIVE DIRECTORS

The remuneration of the Chairman is
determined by the Committee and that of
the other Non-Executive Directors is
determined by the Board as a whole, on
the basis of external independent advice.

The Chairman’s annual fee is £300,000
(2005 - £250,000). The Senior
Independent Non-Executive Director’s
annual fee is £67000 (2005 - £55.000).
Non-Executive Directors receive an annual
fee of £44,000 (2005 - £40,000). The
fee payable for membership of each of the
Audit, Nomination, Risk and Remuneration
Committees is £5,000 (2005 - £3,500)
or, where a Non-Executive Director is
chairman of a Board Committee, the
additional annual fee payable to them is
£15,000 (2005 - £13,000).

These revised fees for the Chairman and
Non-Executive Directors were determined

after consideration of an extensive report

by Watson Wyatt LLP on the fees paid for
simifar roles at banks in the FTSE 100
Index, and for Companies positioned 51-
100 in the FTSE 100 Index.

The Chairman and Non-Executive Directars
serve the Company under letters of
appointment, which are terminable by the
Company at any time without liability for
compensation; they do not have service
contracts. The Chairman and Non-
Executive Directors are entitled to fees
from the Company and it is the Company's
policy that they do not participate in
bonus, incentive or pension schemes.
However, Sir George Russell, who also
served on the Board of Northern Rock
Building Society, {see page 25)is a
member of a non-centributory pension
scheme established by Northern Rock
Building Society under which pension
entitlement accrued for each complete
year of qualifying service subject to a
maximum of 60% of qualifying fees.

This scheme ceased to accrue benefits
after 30 June 1997




INFORMATION SUBJECT TO AUDIT

The information set out below in the remainder of the Directors’ Remuneration Report has been subject to audit as required by Part 3 of
Schedule 7A of the Companies Act 1985.

DIRECTORS' INDIVIDUAL REMUNERATION
Details of Directors’ individual remuneration is set out below:

Non-Executive Directors 2005 2004
£000 £000

Dr M W Ridley (appointed Chairman 27 April 2004) 218 127
N A H Fenwick 43 36
Sir lan Gibson 49 38
N Pease 53 43
M J Queen {appointed 5 January 2005) 43 -
R A Radcliffe (appointed 1 March 2005) 37 -
Sir George Russell* 60 53
Sir Derek Wanless 69 51
Sir John Riddell, Bt. (retired 27 April 2004) - 50
Sir David Chapman, Bt. (retired 27 April 2004) - 12
572 410

*Sir George Russell is also in receipt of a pension from the Narthern Rock Building Saciety nen-contributory pension scheme, which ceased
to accrue benefits after 30 June 1997 This pension came into payment on 25 October 2005 at the rate of £12,229 p.a. in line with the

scheme rules.

Executive Directors Chief Executive Deputy Chief Group Finance Executive Executive Total
Executive Director Director Director
A ] Applegarth D F Baker R F Bennett KM Currie A M Kuipers
(appointed (appointed
S Jan 2005) 5 Jan 2005)
£000 £000 £000 £000 £000 £000
2005
Salaries and fees 625 390 390 270 270 1,945
Bonus 529 330 330 229 229 1,647
Total remuneration 1,154 720 720 499 499 3,592
Non cash benefits 14 10 18 11 11 64
Total emoluments 1,168 730 738 510 510 3,656
2004
Salaries and fees 565 375 375 - - 1.315
Bonus 368 244 244 - - 856
Total remuneration 933 619 619 - - 2171
Non cash benefits 13 n 18 - - 42
Total emoluments 946 630 637 - - 2,213

There were no payments by the Company during the financial year for compensation for loss of office or payments in connection with the

termination of qualifying services.

There were no amounts paid to the Executive Directors in respect of their qualifying services by way of expenses allowance that was
chargeable to UK income tax.

The nature of the non-cash benefits is set out on page 22.
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BONUS MATCHING PLAN

Details of the Ordinary Shares over which the Directors have conditional rights under the bonus matching plan by year of grant are as follows:

Rights under the bonus matching plan

Date
granted

A ] Applegarth Jan 02
Jan 03
Jan 04

Jan 05

D F Baker Jan 02
Jan 03
Jan 04

Jan 05

R F Bennett Jan 02
Jan 03
Jan 04

Jan 05

K M Currie lan Q2
(appointed 5 January 2005} jan 03
Jan 04
Jan 05

A M Kuipers Jan 02
{appointed 5 January 2005) )an 03
Jan 04
Jan 05

Rights held
under plan
at 31 Dec 04

23,723
52,253
53,208

21,621
38,728
35,472

21,621
38,728
35,472

9,383
22,130
20,270

9,383
22,130
20,270

Rights granted  Market price of Rights released

during 2005

18,120

18,120

each share

at date of grant

£

6.66
6.10
740
773

6.66
6.10
740
773

6.66
6.10
740
773

6.66
6.10
7.40
773

6.66
6.10
740
773

during 2005

(23,723)

(21,621)

(21.621)

(9,383)

(9.383)

Rights held
under plan
at 31 Dec 05

52,253
53,208
47618

38,728
35,472
31,605

38,728
35,472
31,605

22,130
20,270
18,120

22130
20,270
18,120

Date of
end of
qualifying
period

Jan 06
Jan 07
Jan 08

Jan 06
Jan 07
Jan 08

Jan 06
Jan 07
Jan 08

Jan 06
Jan 07
Jan 08

Jan 06
Jan 07
Jan 08

For 2004 and previous years, the release of matched share awards was not dependent on satisfaction of a further performance condition

because the value of matched share awards was derived from annual bonus criteria and was therefore dependent on corporate performance.

The value, calculated in accordance with IFRS 2 - Share-based Payment, of these awards is being charged to the income statement over the
three year period to which they relate. In 2005 £1,138,922 was charged to the income statement (2004 £718,646).

Further awards were granted on 26 January 2006 at £9.57 per share as follows:

A ) Applegarth
D F Baker

R F Bennett

K M Currie

A M Kuipers

55,315
34,517
34,517
23,895
23,895

Rights vested under the bonus matching plan during 2005

Number of
ordinary shares

A ] Applegarth 23,723
D F Baker 21,61
R F Bennett 21,621
K M Currie 9,383
A M Kuipers 9,383

Date on
which rights
were awarded

Jan 02
Jan 02
Jan 02
Jan 02
Jan 02

Rights were released in january 2006 at £.9.57 per share as follows:

A ] Applegarth 52,253
D F Baker 38,728
R F Bennett 38,728
K M Currie 22,130
A M Kuipers 22,130

Market price
of each share at
award date

£

6.66
6.66
6.66
6.66
6.66

Vesting date Market price
of each share

at vesting date

£

Jan 05 773

Jan 05 773

Jan 05 773

Jan 05 773

Jan 05 773




.
The value of the bonus matching award is derived from the annual bonus criteria (relating to the year on year increases in the Group’s pre-
tax profits on like-for-like ordinary activities) and is therefore dependent on corporate performance. At the 2005 Annual General Meeting,
shareholders approved a resolution amending the scheme terms and conditions to incorporate a performance condition for the release of

bonus matching share awards. For awards in 2005 and subsequent years the value of any bonus matching share awards will be dependent

on the Group achieving real earnings per share grawth of 3% per annum over the three years prior to their release,

DEFERRED SHARE SCHEME
Details of the Ordinary Shares over which the Directors have conditional rights under the deferred share scheme by year of grant are as

follows:
Date Rights held  Rights granted  Market price of Rights released Rights held Date of
granted under plan during 2005 each share during 2005 under plan end of
at 31 Dec 04 at date of grant at 31 Dec 05 qualifying
£ period
A ) Applegarth Jan 02 27778 - 6.66 (27.778) - -
Jan 03 52,254 - 6.10 - 52,254 Jan 06
jan 04 53,208 - 7.40 - 53,208 Jan 07
Jan 05 - 47,618 773 - 47618 Jan 08
D F Baker Jan 02 21,622 - 6.66 (21.622) - -
Jan 03 38,730 - 6.10 - 38,730 Jan 06
Jan 04 35,472 - 740 - 35,472 Jan 07
Jan 05 - 31.605 773 - 31,605 Jan 08
R F Bennett jan 02 21,622 - 6.66 {21.622) - -
Jan 03 38,730 - 6.10 - 38,730 Jan 06
Jan 04 35,472 - 740 - 35,472 Jan 07
Jan 05 - 31,605 773 - 31,605 Jan 08
K M Currie Jan 02 9,384 - 6.66 {9.384) - -
{appointed 5 January 2005) Jan 03 22,131 - 6.10 - 22,131 Jan 06
Jan 04 20,270 - 740 - 20,270 Jan 07
Jan 05 - 18,120 773 - 18,120 Jan 08
A M Kuipers Jan 02 9,384 - 6.66 (9.384) - -
(appointed 5 January 2005) Jan 03 22,131 - 6.10 - 22131 Jan 06
Jan 04 20,270 - 740 - 20,270 Jan 07
Jan 05 - 18,120 773 - 18,120 Jan 08

For 2004 and previous years, the release of deferred share awards was not dependent on satisfaction of a further performance condition
because the value of deferred share awards was derived from annual bonus criteria and was therefore dependent on corporate performance.

The value. calculated in accordance with IFRS 2 — Share-based Payment, of these awards is being charged to the income statement over the
three year period to which they relate. In 2005 £1,138,937 was charged to the income statement {2004 £727.662).

Further awards were granted on 26 January 2006 at £9.57 per share as follows:

A ) Applegarth 55,315
D F Baker 34,517
R F Bennett 34,517
K M Currie 23,895
A M Kuipers 23,895
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Rights vested under the deferred share scheme during 2005

Number of
ordinary shares

A ) Applegarth 27778
D F Baker 21,622
R F Bennett 21,622
K M Currie 9,384
A M Kuipers 9.384

Date on
which rights
were awarded

Jan 02
Jan 02
Jan 02
Jan 02
Jan 02

Rights were released in January 2006 at £3.57 per share as follows:

A | Applegarth 52,254
D F Baker 38,730
R F Bennett 38,730
K M Currie 22,131
A M Kuipers 22,131

Market price

of each share at

award date
£

6.66

6.66

6.66

6.66

6.66

Vesting date Market price

of each share
at vesting date

£
jan 05 773
Jan 05 773
Jan 05 773
Jan 05 773
Jan Q5 773

The value of any deferred share award is derived from annual bonus criteria (relating to year on year increases in the Group’s pre-tax profits

on like-for-like ordinary activities) and is therefore dependent on corporate performance. At the 2005 Annual General Meeting,

shareholders approved a resolution amending the scheme terms and conditions to incorporate a performance condition for the release of

deferred share awards. For awards in 2005 and subsequent years the value of any deferred share awards will be dependent on the Group

achieving average real earnings per share growth of 3% per annum over the three years prior to their release.

LONG TERM INCENTIVE PLAN

Details of the Ordinary Shares over which the Directors have conditional rights under the long term incentive plan by year of grant are as

follows:

Rights under the long term incentive plan

Date Rights

granted held under

plan at

31 Dec 04

A ] Applegarth Jan 02 63,814
Jan 03 86.066

Jan 04 76,351

Jan 05 -

D F Baker Jan 02 47297
Jan 03 57377

Jan 04 50,676

Jan 05 -

R F Bennett Jan 02 47257
Jan 03 57377

Jan 04 50,676

Jan 05 -

K M Currie Jan 02 21,622
(appainted 5 January 2005) Jan 03 32,787
Jan 04 25,054

Jan 05 -

A M Kuipers Jan 02 21,622
(appointed 5 January 2005} Jan 03 32,787
Jan 04 29,054

Jan 05 -

Rights
granted

Market
price of

during  each share
2005 at date of

34,929

34,929

grant
f

6.66
6.10
740
773

6.66
6.10
740
773

6.66
6.10
7.40
773

6.66
6.10
740
773

6.66
6.10
740
773

Rights
lapsed
during

2005

(17.421)

(12.912)

(12,912)

Rights
released
during
2005

(46,393)

(34,385)

(34,385)

(15,719)

(15.719)

Rights Date of
held end of
under  qualifying
plan at 31 period
Dec 05
86,066 Jan 06
76,351 Jan 07
80,854 Jan 08
57377 Jan 06
50,676 Jan G7
50,453 Jan 08
57377 Jan 06
50,676 Jan 07
50,453 Jan 08
32,787 Jan 06
29,054 Jan 07
34,929 Jan 08
32,787 Jan 06
29,054 Jan 07
34,929 Jan 08




Rights vested during 2005

Number of Date on Market price of Vesting date Market price of

ordinary which rights each share at each share at

shares were awarded award date vesting date

£ £

A | Applegarth 46,393 Jan 02 6.66 Jan 05 773
D F Baker 34,385 Jan 02 6.66 Jan 05 773
R F Bennett 34,385 Jan 02 6.66 Jan 05 773
K M Currie 15,719 Jan 02 6.66 Jan 05 773
A M Kuipers 15,719 Jan 02 6.66 Jan 05 773

The value, calculated in accordance with IFRS 2 -~ Share-based Payment, of these awards is being charged to the income statement over the
three year period to which they relate. In 2005 £850,310 was charged to the income statement (2004 £616,041).

Rights released during 2005 represent awards granted in 2002 which matured in fanuary 2005. 72.7% of rights originally awarded were

released to participants, the remaining 27.3% of rights have lapsed under the performance conditions of the scheme.

The awards granted in 2003 shown above, matured in January 2006 and led to no release of shares originally awarded under the
performance conditions of the scheme. Subject to the performance criteria being met, the other awards may be exercised during the three
month period commencing on the third anniversary of the award dates. The awards will lapse if they are not exercised during these times.

T Further awards were granted on 26 January 2006 at £9.57 per share as follows:
A ] Applegarth 72,100
D F Baker 47544
R F Bennett 47544
K M Currie 38,140
A M Kuipers 38.140

There were no variations made in the terms and conditions of the plan interests during 2005. The number of shares comprised in an award
is calculated by reference to a percentage of salary, up to a maximum of 100% of salary. Shares may only be released if demanding
performance targets are achieved and if the participant remains in employment, except in certain “good leaver™ circumstances. In relation to
awards granted in 2004 and previous years, performance is measured over a three year period on the basis of Total Shareholder Return,
comparing the Company’s performance to that of the other companies in the FTSE 350 Index at the date of the award. For awards in 2005
and subsequent years, the Company's Total Shareholder Return will be compared to that of other companies in the FTSE 100 Index at the
date of the award. See page 23 for further details.

PENSIONS
Set out below are details of the pension benefits to which each of the Executive Directors is entitled.
Age at Years and  Accrued pension  Accrued pension Additional Additional
31 Dec 05 menths of entitlement at entitlement at pensicn entitlement
service at 31 Dec 05 31 Dec 04 entitlement earned in year
31 Dec 05 (Per Annum} {Per Annum) earned in year (in excess
of inflation)
£ £ £ £
A ) Applegarth 43 22 years 2 months 230,903 199.319 31,584 25,405
D F Baker 52 28 years 7 months 211,250 195,833 15.417 9.346
R F Bennett 58 12 years 2 months 260,000 250,000 10,000 2,250
K M Currie 49 25 years 5 months 133,125 99,437 30.688 27,605
{appointed 5 January 2005)
A M Kuipers 48 18 years 3 months 82,125 61,812 20,313 18,397
{appointed 5 January 2005)
Transfer value of Transfer value of Increase in Transfer value of increase in

accrued pension

entitlement

at 31 Dec 05

£

A ) Applegarth 1,842,785
D F Baker 2,793,613
R F Bennett 5,131,167
K M Currie (appointed 5 January 2005) 1,430,644
A M Kuipers (appointed 5 January 2005} 837525

accrued pension
entitlement

at 31 Dec 04

£

1,471,285
2,368,096
4,415,009
1,005,802
579,999

transfer value
less Directors’
contributions
£

340,250
406,017
696,658
411,357
244,041

accrued pension entitlement
in excess of inflation

{less Directors' contributions)
£

170.761

103,935

25,0M

288,717

173,173
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The accrued pension entitlement is the amount that the Director would receive if he retired at the end of the year. The increase in the
accrued pension entittement is the difference between the accrued pension entitlement at the year end and that at the previous year end.

The Listing Rules also require this to be disclosed excluding inflation.

All transfer values have been calculated on the basis of actuarial advice in accordance with Actuarial Guidance Note GN11. The transfer
values of the accrued pension entitlement represent the value of assets that the pension scheme would need to transfer to another pension
provider on transferring the scheme’s liability in respect of the Directors’ pension benefits. They do not represent the sums payable to

individual Directors and, therefore, cannot be added meaningfully to annual remuneration.

The increase in the transfer value less Directors’ contributions is the increase in the transfer value of the accrued pension entitlement during

the year after deducting the Director's personal contributions to the scheme.

The transfer value of the increase in accrued pension entitlement, required by the Listing Rules, discloses the current value of the increase in
accrued pension entitlement (excluding inflation) that the Director has earned in the period, whereas the change in his transfer value,
required by the Companies Act, discloses the absolute increase or decrease in transfer values and thus includes the change in value of the
accrued pension entitlement that results from market volatility affecting the transfer value over the year, as well as the value of the

additional accrued pension entitlement earned in the year.

Including Mr R F Bennett's unfunded arrangement he has an estimated accrued annual pension entitlement at 31 December 2005 of
£260,000. This is based on his total pensionable service of 12 years 2 months and his pensionable service of 19 years 5 months at the
rate of acerual of 1/60th per annum and 5 years 1 month at the rate of accrual of 1/36th and his pensionable earnings above the earnings
cap. The contributions cost during the year in respect of this unfunded arrangement amounted to £88,443 for the Company and £14,265
for Mr Bennett.

OIRECTORS’ INTERESTS IN SHARES
The following Directors held a beneficial interest in the Company's Ordinary Shares:

Contingent Interests

At At At At At At
28 Feb 06 31 Dec 05 31 Dec 04 28 Feb 06 31 Dec 05 31 Dec 04
(or date of ({or date of
appointment) appointment)
Non Executive Directors
Dr M W Ridley 46,150 46,150 26,200 - - -
N A H Fenwick 1,500 1,500 1,500 - - -
Sir lan Gibson 15,000 15,000 5,000 - - -
N Pease 8,350 8,350 8,350 - - -
M ] Queen
(appointed 5 January 2005) 4,000 4,000 - - - -
R A Radcliffe
{(appointed 1 March 2005} - - - - - -
Sir George Russell 6,605 36,755 36,755 - - -
Sir Derek Wanless 20,500 20,500 20.500 - - -
Executive Directors
A ] Applegarth 94,480 101,398 79.668 541,587 549,430 488.655
D f Baker 69,809 73.041 59,657 351,861 370,118 346,995
R F Bennett 62,955 65,187 59,652 351,861 370,118 346,995
K M Currie (appointed 5 January 2005) 48,428 47,074 32,889 226,693 217,81 187,031
A M Kuipers (appainted 5 January 2005) 51,293 38,015 31,678 226,693 217,81 187,031

Contingent interests represent Ordinary Shares aver which the Directors have conditional rights under the bonus matching plan, the
deferred share scheme and the long term incentive plan as described previously. Contingent interests en 28 February 2006 includes awards
made since 31 December 2005 under the bonus matching plan, the deferred share scheme and the long term incentive plan for the year
ended 31 December 2005,




DIRECTORS’ SHARE OPTIONS
Movements in options to subscribe for Ordinary Shares in the Company in which the Directors have an interest during the period 1 January
2005 to 31 December 2005 are as follows:

Option type At Exercised Exercise At Date from Expiry date

31 Dec 04 in 2005 price 31 Dec 05 which first

{or date of exercisable

appointment) £
A | Applegarth Sharesave 2 7848 (7848) 2.15 - - -
Sharesave 4 - - 727 2,273 1 May 10 1 Nov 10
D F Baker Sharesave 2 7,848 {7.848) 2.15 - - -
Sharesave 4 - - 727 1,303 1 May 08 1 Nov 08
R F Bennett Sharesave 3 1,580 - 5.98 1,580 1 May 06 1 Nov 06
K M Currie Sharesave 2 7.848 {7.848) 2.15 - - -
(appointed 5 January 2005) Share Option 4,854 - 6.18 4,854 1 jun O1 1 Jun 08
Scheme

Sharesave 4 - - 727 1,303 1 May 08 1 Nov 08
A M Kuipers Sharesave 2 8,546 - 2.15 8,546 1 May 07 1 Nov 07
{appointed 5 January 2005} Sharesave 4 - - 7.27 2,273 1 May 10 1 Nov 10

For each unexercised option at the end of the year, the market price of each share at 31 December 2005 was £9.43, the highest market
price during the year was £9.435 (on 29 December 2005} and the lowest market price during the year was £736 (on 10 May 2005 and
16 May 2005}).

On 3 May 2005 A ] Applegarth, D F Baker and K M Currie each exercised 7,848 Sharesave 2 options. The market price of the shares on
3 May 2005 was £748.

The specific individual interests of Executive Directors are shown in the tables above. In addition the Directors are deemed to have an

interest in shares held by Trusts for various executive and other employee share schemes at 31 December 2005 as follows:

(i} Northern Rock Employee Trust holds 4,048,207 shares (31 December 2004 - 5,779,139 shares);

(i) Northern Rock Qualifying Employee Share Ownership Trust holds 1,117,287 shares {31 December 2004 — 2,054,261 shares); and
(iiiy Northern Rack Trustees Limited holds 287,252 shares (31 December 2004 — 511,241 shares).

No Executive Director option terms were varied during 2005 and no price was paid for any of the options in the table, other than the all

employee Sharesave Scheme, where each Director paid £250 per month.

Options listed in the table above are Inland Revenue approved schemes. The Employee Share Option Scheme was subject to an earnings per
share target which was met in 2005. Options under the Sharesave Scheme do not have any performance conditions.

Nichola Pease

Chairman, Remuneration Committee
28 February 2006
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REPORTING

The Company's website
www.northernrock.co.uk contains detailed
information on corporate, social and
environmental activities and is our main
reporting medium. Updated regularly, the
website contains reports from current and
previous years. A hard copy summary of
significant events and achievements during
2005 has also been produced and is
available on request from the Company
Secretary. Northern Rock’s approach to
managing Corporate Social Responsibility
("CSR™) issues and some notable aspects

of 2005 performance are outlined here.

MANAGEMENT OF CSR

The Deputy Chief Executive provides
Board level representation and leadership
of CSR. Development and implermentation
of our CSR Policy is carried out by a
number of working groups made up of
senior staff from across the Company. The
corporate approach and aims for CSR have
continued to be reviewed and embedded
throughout the business during 2005. A
CSR Department co-ordinates and
monitors operational activities and

reporting on CSR.

ENGAGEMENT

Engagement with stakeholders and research
organisations continued to be important to
us although we have to be selective to
ensure effective use of resources and to
ensure that questionnaires do not direct

the way we manage CSR.

We endeavour to ensure that our working
partners operate to acceptable standards
and as part of our continuing supplier
engagement programme 489 of our key
suppliers were contacted during 2005 with
a request to complete a satisfaction survey,
providing their assessment of Northern
Rock as a contract holder. A summary of
the results of this survey is available in our

full Community Report on our website.

GOVERNANCE AND ACCOUNTABILITY
CSR Risk Management processes continued
to be reviewed as an integral part of
Corporate Operational Risk Management in
2005. A series of Risk Management forums
were held, with the emphasis being placed

on exchange of internal and external good
practice relating to Risk Management
within Northern Rock.

The Forums provided us with the ability to
raise the importance of CSR related issues
within briefing sessions and to assist in the
development of a consistent approach
(where appropriate) to operational risk
management across the business.

The Company introduced electronic proxy
appeintment and voting for our
shareholders (including CREST proxy
appointment for CREST participants) in
March 2005, increasing the opportunity
for our shareholders to provide input to
the 2005 AGM. The results of the proxy

voting were displayed on our website.

On 1 July 2005, the new Listing,
Prospectus and Disclosure Rules came into
force. These changes were made to
implement the Prospectus Directive, the
Market Abuse Directive and the FSA's
review of the Listing Rules. The Company
has therefore established policies to ensure

compliance with the new Rules.

BUSINESS ETHICS AND HUMAN RICHTS
The Gender Recognition Act became law in
July 2005. Northern Rock staff have
received instruction in how the Act affects
individuals who acquire a new gender and
how information about them should

be processed.

During the latter part of the year working
parties have been established under our CSR
Steering Groups guidance to commence a
review of our current Corporate Code of
Conduct utilising recommendations made by
the Institute of Business Ethics. This includes
additional Human Rights issues and, to
increase our commitment to these issues, we
intend to produce a Supplier Code of
Conduct and Ethics.

WORKPLACE

The first full-time union representative in
Northern Rock was appointed by Amicus in
May 2005, strengthening the partnership
between Northern Rock and Amicus.

Flexible working within Northern Rock has
now been extended to all remote areas of

the business. The aim of the policy is to

provide employees in remote areas some
flexibility in their hours of work, subject to

the needs of the business.

The introduction of a new employee
benefit was announced during the year. The
“Employee Assistance Programme” is
designed to provide free professional help
and support for all employees and their

families in times of need.

Northern Rock received two awards during
2005 for its commitment to employee
share plans, receiving both the All
Employee Share Plans award for the most
effective all employee share scheme
strategy 2005 and Most Effective
Communication of an Employee Share Plan
at the 13th Annual Institute of Financial
Services (“ifs") ProShare Awards 2005

We were also delighted to be granted the
Age Positive Award 2005 and have been
selected as an Employer Champion. This
provides government recognition for
Northern Rock’s exemplary approach in

establishing best practice relating to age.

MARKETPLACE

The fair treatment of customers is central
to consumers having confidence in the
financial services industry. We have
benchmarked our procedures against the
high level principles adopted by the
Financial Services Authority requiring that
all regulated firms treat their customers

fairly.

It is a requirement of mortgage regulation
to keep borrowers with regulated loans fully
appraised of any arrears position and
subsequent consequences. However, all
loans that fall into arrears are treated
individually, and all decisions made are
based on the circumstances of the
customer. The Company has adopted the
same approach to both regulated and non-
regulated loans, ensuring that all customers
are treated fairly.

Northern Rock staff won more awards than
any other organisation at the 2005 North
East Contact Centre of the Year Awards.
We believe that these awards recognise not
only the individual award winners but all

staff and departments that contribute,
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COMMUNITY

The annual donation of 5% of pre-tax
profits to The Northern Rock Foundation is
the biggest single contribution we make to
the communities in which we operate. in
2005, this amounted to £24.7 million.

Northern Rock staff contribute to many
charitable causes and community activities,
notably the corporate charity which is
chosen by staff on an annual basis. In
2005, Macmillan Cancer Relief was
selected and staff raised over £250,000
after matching by The Northern Rock
Foundation.

FRINLS LI MYV IS NIV T Y 17 ML AT

ENVIRONMENT
At the renewal of our contract in November
2005, we managed to secure renewable

energy for 100% of our electricity usage.

The Company became members of The
North East Energy Forum which is
sponsored by the North East Energy
Partnership (NEEP) in association with
Government Office for the North East.

The forum provides an opportunity to
engage with other regional stakeholders
interested in energy issues in the North
East, to share best practice and to air views
to help shape regional priorities and

policies.

\\.unuuucu,

Northern Rock also achieved a further
3-year Energy Efficiency Re-Accreditation
via the National Energy Foundation in
recognition of our achievements in the field

of energy management and efficiency.

Northern Rock continues to recycle 100%
of our end paper waste and continues to
review process methods and efficiencies.
During 2005 recycling levels of paper
amounted to 472 tonnes from 503 tonnes
in 2004, with total overall corporate waste
reduced by 10.9% against 2004.

33




34

Since 1997 Northern Rock plc has donated almost £145 million to
The Northern Rock Foundation, which was established following
Northern Rock Building Society's conversion to a public limited
company. The Company covenants 5% of its pre-tax profits each
year to the Foundation. By percentage of profits Northern Rock is
the UK’s second biggest corporate donor (as reported in The
Giving List, The Guardian, November 2005).

The Foundation is an independent grant-making trust supporting
charitable causes in Cumbria, Northumberland, Tyne and Wear,
County Durham and the Tees Valley. Its primary aim is to help
improve the conditions of those disadvantaged in society. 2005
was the Foundation’s eighth year of operation. During the year its
Trustees awarded 316 grants worth £20.7 million. Since 1997 the
Foundation has awarded grants worth more than £113.3 million.

In 2005 the Foundation’s Trustees continued the grant programmes
introduced in the previous year, and maintained their policy of
funding activities exclusively in the Marth East and Cumbria. The
majority of the Foundation's grants targeted social and economic
disadvantage. The Prevention, Money and Jobs and Basics
programmes dealt with a broad range of issues, including prejudice
and discrimination, the decline of decent community facilities,
youth disaffection, tackling economic inactivity, development of
social enterprises, mental ill-health and welfare advice.

During the year the Foundation maintained its role as a major
funder of cultural activity in the region. Through its Aspiration and
Capital programmes it made grants worth £5.8 million for high-
profile arts, heritage, environment and sport organisations. The
Foundation also continued as a key partner in the Culture 10
initiative, a ten-year programme of high-profile cultural activity
focused on Newcastle Gateshead, but including other parts of the
North East. The Foundation has committed £2 million from its
existing Aspiration programme to projects brought forward under
the Culture 10 banner up to 2006.

In 2005 the Foundation made its fourth Writer's Award, one of the
largest literary prizes in the UK, which it runs in partnership with
New Writing North. The 2005 winner was Durham-based poet
Gillian Allnutt. Gillian has published six collections, most recently,
Sojourner {2004). Born in London, and a graduate of Newnham
College, Cambridge, Gillian left her job as poetry editor of City
Limits magazine to move to the North East in 1988 — drawn by
friends, the support it offered to writers and her memories of
formative childhood years spent living in Newcastle.

The Foundation continued to play a key role in regional and
national developments in the grant-making world. It was a leading
member of a campaign to raise awareness of, and seek solutions to
the problems arising from the decline and disappearance of a
number of national funding streams that have supported social and
economic regeneration in the region. The Foundation also played a
key role in the consortium running the Government's Futurebuilders
fund, designed to strengthen the capacity of voluntary
organisations to deliver public services. The Foundation’s Director is
Vice-Chair of the Futurebuilders' Board, and a Trustee sits on its
investment committee.

tn January 2005 the Trustees decided to make a special award in
response to the Asian Tsunami. They took this decision in
recognition of the huge public generosity shown in the aftermath of

the disaster. They allocated £500,000, which was divided between
three organisations working on the ground in the affected areas.

The Foundation also runs a scheme to match every pound donated
to charities by Northern Rock employees. Some of the money
comes from the Give As You Earn (GAYE) scheme through which
employees donate a regular monthly sum from their salary, also
attracting a small government subsidy. But by far the majority of
the donations come from the fundraising efforts of staff members.
By the end of 2005 the eight-year total raised by staff when
matched by the Foundation reached more than £3 million. The
total raised and matched in 2005 was £655,944. From January
2006 the Trustees have agreed that for every staff £1, they will
now give £2, meaning the charities concerned will receive three
times the original amount raised or donated.

In autumn 2005 the Trustees began a consultation process with
the voluntary and community sector as part of a wide review of the
Foundation's current programmes. The Trustees intend to make
decisions following the review in summer 2006, after which the
Foundation will launch new or revised programmes to begin in
January 2007

More information about the Foundation is available from:

The Northern Rock Foundation
The Old Chapel, Woodbine Road, Gosforth
Newcastle upon Tyne NE3 1DD

Telephone: 0191 284 8412, Fax: 0191 284 8413
e-mail: generaloffice @nr-foundation.org.uk
Web: www.nr-foundation.org.uk

Grant programmes 2005 approved amounts:

Awards Programme
£
> 4,986,842 Prevention
& 2,790,692 Money and Jobs
> 3,236,955 Basics
> 2,153,214 Better Sector
C- 2,984,300 Aspiration
- 2.775,000 Cultural Capital
> 720,011 Exploration
C 550,000 Exceptional
> 500,000 Tsunami
£20,697.014
1,000,000 Loans
510,000 Other
£22,207,014 Total investment
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INTRODUCTION
Northern Rock is a specialised lender providing loans for residential mortgages, secured commercial lending and unsecured personal finance.
Funding is obtained from both on-shore and off-shore personal savings, wholesale money markets, from the securitisation of loans and from

covered bonds. Income is also generated from the sale of third party insurance products.
All lending activities are carried out in the UK, whereas funding, particularly non-retail funding, is attracted globally.

Efficiency is paramount to the Northern Rock business strategy. Cost efficiency enables competitive pricing for both savings and lending
products leading to volume and income growth supporting further improvements in cost ratios. Capital efficiency is achieved by optimising
the use of debt and equity capital and securitisation.

Northern Rock has well established strategic targets against which its financial performance is monitored. These targets, which were all

achieved on an underlying basis in 2005, are set out in the following table:

Strategic 2005 Performance

Targets Reported Underlying
Growth in total assets 20% +/- 5% 27.5% 24.9%
Growth in profits attributable to shareholders 15% +/- 5% {2.8%) 13.6%
Return on equity 19% - 22% 19.3% 20.8%

INTERNATIONAL FINANCIAL REPORTING STANDARDS

The 2005 results have been prepared using International Financial Reporting Standards (“IFRS") as approved by the International
Accounting Standards Board that, under European Regulations, are effective or available for early adoption at the Group's first reporting
date under IFRS, 31 December 2005 and which differ significantly to UK GAAP used in the preparation of previously reported financial
statements.

Analysis of the results is complicated as a result of certain IFRS only having been applied from 1 January 2005. This means that the revised
2004 statutory results only include the impact of certain of the IFRS used in the preparation of the 2005 results. As a consequence we
have included in comparisons set out in the Operating and Financial Review, 2004 results prepared on a proforma basis, incorporating the
impact of IFRS where it can be determined what the impact would have been if the accounting changes had been effective in 2004. This
impact includes the treatment of interest income and fees and the reclassification of certain funding instruments from debt to non
shareholders’ equity but excludes the effects of accounting for derivatives under [FRS which differs from that applied under UK GAAP

Full reconciliations of the effect of the introduction of IFRS together with full details of the accounting policies for 2005 are included in the

notes to the accounts.

As a consequence of the introduction of IFRS the 2005 balance sheet and income statement are subject to a certain amount of volatility
particularly from the accounting for hedges deemed under IFRS rules to be ineffective, plus volatility arising from fair value movements on
derivatives taken out in respect of certain financial liabilities and instruments included in non shareholders’ equity which themselves are not
subject to fair value treatment. Where appropriate, such volatility is separately identified in the review of financial and operating results to

enable management'’s view of underlying performance to be separately disclosed and discussed. Further detail is given on page 38.
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FINANCIAL PERFORMANCE

Summary income statements shown on a reported statutory basis and on an underlying basis for 2005 and on a reported statutory and

proforma basis for 2004 are set out as follows:

Net interest income

Other income

Net hedge ineffectiveness and other unrealised fair value gains and losses

Total income

Administrative expenses

Covenant {o The Northern Rock Foundation
Operating expenses

Impairment losses on loans and advances
Profit before taxation

income tax expense

Profit for the year

Attributable to:

Appropriations

Profit attributable to equity shareholders
Total

Earnings per share

Net interest income

Other income

Total income

Administrative expenses

Covenant to The Northern Rock Foundation
Operating expenses

Impairment losses on loans and advances
Impairment of fixed asset investments
Profit before taxation

Income tax expense

Profit for the year

Attributable to:

Appropriations

Profit attributable to equity shareholders
Total

Earnings per share

2005
Statutory Adjustments  Underlying
£m £m £m
752.3 (45.5) 706.8
129.0 - 125.0
(56.4) 56.4 -
824.9 10.9 B35.8
(249.4) - (249.4)
{24.7) (0.5) (25.2J
(274.1) {0.5) (274.6)
(56.6) - (56.6)
494.2 10.4 504.6
{144.9) {3.0) (1479}
3493 74 356.7
48.6 - 48.6
300.7 7.4 308.1
3493 74 356.7
72.5p 74.3p
2004
Statutory Adjustments Proforma
£m £m £m
466.9 145.8 612.7
2523 {140.5) N8
719.2 5.3 724.5
(218.3) 1.4 (216.9)
(21.6) (0.5) (22.1)
(239.9) 0.9 {239.0)
(48.5) - (48.5)
4.5 - 4.5
4353 6.2 441.5
(125.8) (1.9) (127.7)
309.5 43 313.8
- 42.6 42.6
309.5 (38.3) 2712
309.5 43 313.8
74.9p 65.7p

2005 reported statutory profit before taxation for the year increased by 13.5% to £494.2 million with profit attributable to equity
shareholders decreasing by 2.8% to £300.7 million. On the same basis return on equity was 19.3% (2004 - 21.6%) and the return on

mean Tisk weighted assets 1.22% {2004 - 1.45%).




Based upon 2005 underlying results and the 2004 proforma results, profit before taxation increased by 14.3% to £504.6 million with
profit attributable to equity shareholders increasing by 13.6% to £308.1 million. On the same basis return on equity was 20.8%
(2004 - 20.9%) and the return on mean risk weighted assets 1.26% (2004 - 1.29%).

ASSETS

Total assets on a statutory and underlying basis {excluding fair value adjustments) for 2005 are set out in the following table:

31 December 2005 31 December 2004

£m tm

Statutory 82,709 64,381
Underlying 81,057 64,881

On a reported statutory basis total assets are 27.5% higher than at the previous year end and on an underlying basis have increased by
24.9%.

TOTAL INCOME

The introduction of IFRS in 2005 results in significant changes in the presentation and reporting of interest and non-interest income.
Upfront lending fees are now spread over the expected life of a loan and included in interest income resulting in a deferral of reported
income. Introducer fees are also now recognised within interest income and spread over the expected life of a loan, rather than, as
previousty, the life of the customer relationship, resulting in an acceleration of the recognition of the cost. Mortgage incentives continue to
be offset against interest income but are now spread over the expected life of a loan rather than over the early repayment charge period. In
addition, following the re-classification of certain instruments from debt to equity. the coupon payable on these instruments is now excluded
from interest expense and is treated as an appropriation. As these accounting changes were introduced on a statutory basis with effect from
1 January 2005 we have prepared comparable 2004 figures on a proforma basis as well as on the statutory basis.

The following table reconciles net interest income and total income on a reported statutory (excluding hedge ineffectiveness) and
underlying basis for 2005 and on a reported statutory and proforma basis for 2004.

2005 2004
£m £m
Reported statutory net interest income 7523 466.9
Interest implicit in forward exchange contracts (45.5) -
Impact of IFRS - 145.8
Underlying/proforma net interest income 706.8 612.7
Reported statutory other income 129.0 252.3
Impact of IFRS - (140.5)
Underlying/proforma other income 129.0 1.8
Reported statutory total income (excluding hedge ineffectiveness) 881.3 719.2
Underlying/proforma total income 835.8 7245
Based upon the table above total income ratios are as follows:
Reported statutory
Total income: mean total assets 1.19% 1.23%
Total income: mean risk weighted assets 3.57% 3.37%
Underlying/proforma
Total income: mean total assets 1.15% 1.24%
Total income: mean risk weighted assets 3I4% 3.43%

Interest implicit in forward exchange contracts represents the difference between the sterling cost implicit from the exchange contract and
the currency coupeon on the foreign currency liability translated at spot exchange rates. This is regarded as the interest element of the

forward exchange contract and is included in underlying interest expense.




g

On a statutory basis, total income (exctuding hedge ineffectiveness) in 2005 amounted to £881.3 million representing an increase of
22.5% over statutory total income in 2004. On this basis the ratio of total income to mean total assets at 1.19% compares with the 2004
ratio of 1.23%. Total income as a proportion of mean risk weighted assets at 3.57% compares with the 2004 ratio of 3.37%.

On an undetlying basis total income in 2005 amounted to £835.8 million representing an increase of 15.4% over proforma total income in
2004. On this basis, the ratio of total income to underlying mean total assets at 1.15% compares with the 2004 ratio of 1.24%. Total

income as a proportion of mean risk weighted assets at 3.41% compares with the 2004 ratio of 3.43%.

INTEREST MARGIN AND SPREAD
Interest margin has been calculated by reference to average interest earning assets excluding fair value adjustiments. For assets denominated
in foreign currencies, where these have been economically hedged, average balances are based on the contract rate implicit in the associated

hedging instrument. Average balances have been calculated on a monthly basis.

Interest spread represents the difference between interest receivable as a % of average interest earning assets, excluding fair value
adjustments, and interest payable as a % of average interest bearing liabilities, excluding fair value adjustments. For assets and liabilities
denominated in foreign currencies, where these have been economically hedged. average balances are based on the contract rate implicit in

the associated hedging instrument.

2005 2004
Reported statutory
Interest margin 1.03% 0.82%
Interest spread 0.87% 0.73%
Underlying/proforma
Interest margin 0.97% 1.07%
Interest spread 0.81% 0.9%

Underlying interest margin at 0.97% compares with the 2004 ratio of 0.82% on a statutory basis and 1.07% on a proforma basis. The
proforma basis is considered to be a more appropriate comparator as it is calculated on the same basis as the 2005 figures, including the
impact of effective interest rate changes under IFRS. On this basis. interest margin for 2005 is 10bps lower than the full year in 2004 but
only 3bps lower than in the first half of 2005. During 2004, 3 month Libar was on average 26bps higher than Bank Base Rate. Although
this differential reduced to 11 bps on average during 2005, there continued to be an adverse effect on the price of our Libor related funding.

HEDGE INEFFECTIVENESS

Following the introduction of IFRS, all derivatives entered into by Northern Rock, which under UK CAAP were held off balance sheet, are now
recorded on the balance sheet at full fair value with any fair value movements being taken to the income statement. Where effective hedge
relationships can be established, the movement in the fair value of the derivative instrument is offset in full or in part by opposite movements
in the fair value of the underlying instrument being hedged. Any ineffectiveness arising from different movements in fair value will trend to

zero over time and so any recorded ineffectiveness in any accounting period is excluded from underlying results in that accounting period.

In addition, Northern Rock enters into certain derivative contracts, which although efficient economically, cannot be included in effective
hedge accounting relationships. Consequently, although the implicit interest cost of the underlying instrument and associated derivative are
included in net interest income in the income statement, fair value movements of future cashflows excluding interest flows on such
derivatives are recarded in “Net hedge ineffectiveness and other unrealised fair value gains and losses” on the face of the income statement
and are excluded from underlying results as these fair value adjustments are not realised in the current accounting period. The same
treatment also applies to the revaluation at each balance sheet date of economically hedged foreign currency liabilities.

The over-riding objective of the presentation of underlying results is to show the underlying interest income / expense of hedged

instruments and to exclude future fair value adjustments from current performance measurement.

In 2005, the income statement shows “Net hedge ineffectiveness and other unrealised fair value gains and losses” as a negative figure of
£56.4 millior. This reduces to £10.9 million negative after the cost of interest implicit in forward exchange contracts is transferred to

underlying net interest income. At 30 June 2005 the equivalent figures were £33.3 million positive and £57.6 million positive respectively.




OPERATING EXPENSES
{excluding the covenant to The Northern Rock Foundation)

2005 2004

£m £m

Staff costs 144.5 1n9.6
Other expenses 81.6 80.5
Depreciation and amortisation 233 18.2
Total operating expenses 249.4 218.3

Total operating expenses amounted to £249.4 million representing an increase of 14.2% over statutory operating expenses of £218.3
million and 15.0% over proforma operating expenses of £216.9 million for 2004. The increase of 15.0% compares with an increase in
underlying assets of 24.9% over the year and a rise in underlying total income of 15.4%, resulting in a cost to asset ratio of 0.34% (2004
statutory - 0.37%, proforma - 0.37%) and a cost to underlying income ratio of 29.8% (2004 statutory - 30.4%, proforma - 29.9%).

At the half year stage the cost to underlying income ratio had risen to 30.1% as a result of incremental regulatory costs being incurred in
the first half of 2005 with no corresponding cost in the equivalent period in 2004. In the second half of 2005, underlying income growth
of 17.5%, compared with the second half of 2004, exceeded cost growth of only 12.4%, resulting in a 2005 second half cost to underlying
income ratio of 29.6%.

Included in the 2005 operating expenses are approximately £10 million of recurring incremental costs (2004 - £3.6 million) in relation to
the full year impact of increased regulatory requirements. Thase have been absorbed in our cost base and so going forward we expect the
rate of cost growth to slow, cost growth to be at the bottom end of the one half to two thirds of asset growth range and income growth to

exceed cost growth.

SOCIAL RESPONSIBILITY - THE NORTHERN ROCK FOUNDATION

Northern Rock donates 5% of pre tax profit to The Northern Rock Foundation under a deed of covenant. Such donations are used to
support community and charitable causes mainly in the North East of England and Cumbria. The covenant from 2005 profits amounts to
£24.7 million (31 December 2004 - £21.6 million), resulting in approximately £145 million having been donated since its inception in 1997
as an integral part of Northern Rock's conversion to a plc.

CREDIT QUALITY AND LOAN LOSS IMPAIRMENT
The arrears position of each of our personal lending portfolios based upon numbers of accounts three months or more in arrears is set out

in the following table:

Residential Standalone Together CML Residential

Unsecured Unsecured Average

31 December 2005 0.39% 0.98% 0.84% 0.92%
31 December 2004 0.37% 1.04% 0.78% 0.80%

Note: CML: Council of Mortgage Lenders.

Residential accounts three months or more in arrears at 0.39% remained well below half the CML residential average of 0.92% at 31
December 2005 (31 December 2004 - 0.80%) and only marginally ahead of the equivalent figure of 0.37% at the end of 2004. The
“together” secured three months plus arrears increased to 0.84% at 31 December 2005 (31 December 2004 - 0.77%) but remained
below the CML average for residential lending,

At 31 December 2005, properties in possession had increased to 576. representing only 0.09% of all accounts compared with 181
(0.03%) at the end of 2004 in line with our policy of rapid movement towards recovery where it is clear the borrower is unwilling to
maintain payments and where we have higher risk.

Standalone personal unsecured loan arrears remain significantly better than industry average, reflecting our policy of attracting high quality
lending and use of our bespoke scorecard to avoid lower quality lending. Three months plus arrears finished the year at 0.98%, below that

reported at the half year and at the end of December 2004, although greater collections activity was required compared with 2004. On an
industry-wide view indebtedness of customers seems to have stabilised. In our loan portfolios indebtedness has begun to decline and

collection activity in the last quarter became a little easier.
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At 31 December 2005 only 10 of our commercial loans {0.42% of accounts) with balances outstanding of £5.8 million were three months

or more in arrears compared with 8 accounts (0.31%) with outstanding balances of £6.3 million at 31 December 2004,

Although there are similarities between the bases for determining loan loss impairment provisions under UK CAAP and IFRS, the latter is
more prescriptive. In 2005, we enhanced cur loan loss impairment methodologies incorporating risk and performance data captured in and
generated by our Basle Il capital systems. Following the introduction of the improved methodologies at the beginning of the year, a
reassessment of loan lass impairment provisions was made to reflect more accurately the risk profile of our loan portfolios. Following this
one-off reassessment, opening loan loss impairment provisions were reduced by £10.3 million for the residential portfolio and by £9.8

million in our commercial lending portfolio and increased by £20.1 million in respect of our unsecured loans.

The 2005 charge for loan less impairment amounted to £56.6 million (2004 - £48.5 million) representing 0.09% of mean advances to
customers (2004 - 0.10%). The combination of high quality lending, low interest rates, low arrears and continued strong average Loan to
Value ratio (*LTV") of the portfolio have continued to contain the levels of loan loss impairment provisions required for residential
mortgages. Provisions for the commercial secured lending portfolio are consistent with portfolio performance and economic conditions for
this sector.

The growth in loan loss impairment provision balances against our personal unsecured credit portfolios reflects growth in balances and the
maturing nature of the portfolios. As a result, total loan loss impairment provision balances for these portfolios have increased to £87.1
million (31 December 2004 - £78.4 million) with total cover of 1.48% (31 December 2004 - 1.68%).

TAXATION
The effective tax cate in 2005 was 29.3% (2004 - 28.9%). We continue to anticipate, with a corporation tax rate of 30% and HM Revenue

& Custom’s stance on tax planning, that the ongoing effective tax rate will trend towards 30.0% in the medium term.

To
Standard corporation tax rate for 2005 30.0
Effect of non-deductible items 0.2
Adjustment to prior year tax provisions {0.9)
Effective tax rate 29.3

LENDING

During 2005 Northern Rock again achieved record levels of total lending. Total gross lending was £26,879 million, an increase of 15.2%
{2004 - £23,342 million), with total net lending of £14,555 million, an increase of 12.6% (2004 - £12,932 million). Prospects for 2006
are good, with a total opening pipeline of £5,300 million (1 January 2005 - £5,105 million) including a residential lending pipeline of
£5,005 million (1 January 2005 - £4,891 million). The 2006 opening pipeline also reflects a 6% improvement in the time applications
remain in the lending pipeline. Improved customer retention reduces the need to grow gross lending significantly as we move towards

achieving the centre of our asset growth target range.

The composition of our lending portfolios has continued to be low risk. At 31 December 2005, 90% of our loans to customers were
residential secured loans (31 December 2004 - 89%), 2% commercial secured loans (31 December 2004 - 3%) and 8% (31 December
2004 - 8%) within our personal unsecured portfolios. This mix is not expected to change significantly going forward.

An analysis of new lending by portfolio is set out in the following table:

Residential Commercial Unsecured Total
£m £m £m £m
2005
Gross 23,618 408 2,853 26,879
Net 13,350 S 1,200 14,555
2004
Cross 20,051 499 2,792 23,342
Net 11,383 182 1,367 12,932

RESIDENTIAL - UK MARKET
The UK residential lending market improved in the second half of 2005 resulting in estimated gross lending for the year of £288 billion,
broadly unchanged from the £291 billion recorded in 2004. Gross lending associated with housing transactions and equity withdrawal




represents around 55% of lending with 45% driven by remortgage activity. Whilst the former will vary with volumes of home moving
transactions and house price inflation, the latter does not due to increased market liquidity following the removal of overhanging early
repayment charges. The two components will continue to provide a substantial and robust gross lending market for us to be able to achieve
our lending targets. The slow down in the housing transaction market during 2005 has, however, resulted in estimated net lending being
down 9% at £91 billion (2004 - £101 billion). UK house prices remained stable throughout 2005. Although the latter part of 2005 saw
an increase in housing transactions, we expect 2006 transactions to be similar to those achieved in 2005, with low single digit house price

appreciation, in line with the growth in average earnings.

RESIDENTIAL - NORTHERN ROCK PERFORMANCE

Against this background, we achieved gross residential lending of £23,618 million (2004 - £20,051 million) and net residential lending of
£13,350 million (2004 - £11,383 million), representing increases of 17.8% and 17.3% respectively. Our share of UK gross residential
lending for 2005 was 8.1% and our market share of net residential lending was 14.5%. This compares with 8.0% and 13.5% respectively
for the first half of 2005, and 6.8% and 11.2% for 2004 in total. Our share of redemptions for the year was 5.2% (2004 - 4.5%), again
lower than our closing share of mortgage stock of 6.4% (31 December 2004 - 5.5%). This reflects the continued success and
strengthening of our pro-active customer retention process and our fair and transparent policy of allowing existing customers, subject to

their contractual terms, to transfer their loan to any product available to new borrowers.

In 2005, 90% of our gross residential lending was originated via the indirect market (2004 - 88%). This reflects the increasing importance
of martgage clubs and networks, with whom we are even more closely aligned following the introduction of statutory mortgage regulation in

the last quarter of 2004, and improvements in service levels and access through our on-line trading platform.

The profile of our new lending has remained low risk despite strong growth in volumes. There was a slight increase in the proportion of
lending to first time buyers to 24% (2004 - 21%) reflected in increased volumes of “together” lending. 76% (2004 - 79%} of new
customers continued to have a proven payment track record. The impact of this trend has been to increase the average LTV of new lending
in 2005 to 78% compared with 76% in 2004, Similarly new lending at or below 90% LTV was 70% (2004 - 77%) of completions. The
average indexed LTV of our mortgage book is now 58% (31 December 2004 - 53%) which continues to pravide strong cover in the event
of default. We have minimal exposure to large loans with only 3.4% of new loans over £500,000 (2004 - 3.5%) and have a good spread
of geographic risk.

We offer customers a wide range of innovative and attractive products including lifestyle products and traditional price-led products. Most
of our products also have inbuilt flexibility giving customers the opportunity to overpay, make redraws and subject to advance agreement
and after a qualifying period, take payment holidays. Our lifestyle products comprise our “together” family of products, Lifetime and
residential Buy to Let mortgages. The “together” products combine a secured and unsecured loan at one interest rate and one monthly
payment. Gross lending of “together” products amounted to £7.0 billion of which £6.1 billion were advances secured on residential
property representing 28.7% of new residential lending, excluding further advances. Outstanding balances of “together” mortgages have
increased to 20.6% of our mortgage portfolio {31 December 2004 - 18.2%).

Our Lifetime range is aimed at homeowners aged 60 and over who wish to utilise equity in their homes to enhance their lifestyle. Such
lending accounted for 1.4% of gross new residential lending (2004 - 1.8%). with outstanding Lifetime balances representing 3.0%
(31 December 2004 - 3.1%) of our mortgage balances.

Residential Buy to Let lending is focussed on lending to private investors secured on good quality residential properties with low LTVs. Such
lending accounted for 4.9% of our mortgage portfolio at 31 December 2005 {31 December 2004 - 4.0%) and for 7.1% (2004 - 6.4%) of

gross new residential lending.

In total our family of lifestyle products, which are margin enhancing, represented 37.2% (2004 - 28.9%) of our gross new residential lending
and 28.5% of mortgage balances at 31 December 2005 (31 December 2004 - 25.3%).

Of our traditional price-led mortgage products, fixed rate mortgages remained the most popular with 25.3% (2004 - 46.4%) of total new
lending accounted for by shart term fixed rate products up to two years. and 28.8% (2004 - 7.5%) by longer term fixes, normally up to five
years. The increased demand for langer term fixed rate products reflected competitive pricing led by attractive longer term swap rates.

UNSECURED

Qur personal unsecured credit portfolios comprise the unsecured element of “together” lending and standalone unsecured loans not linked
to a residential mortgage. An analysis of lending volumes on the separate elements of our unsecured partfolios is shown in the following
table:
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Standalone Together Total

Unsecured Unsecured

£m £m £m
2005
Gross 1,970 883 2,853
Net 744 456 1,200
2004
Cross 2,068 724 2,792
Net 1.104 263 1,367

Standalone unsecured gross lending has slowed in line with the number of borrowers who satisfy our credit score and our risk appetite. Net

lending has shawn a further reduction as the portfolio matures and redemptions and repayments naturally increase.

Volumes of new “together” unsecured lending increased below the rate of growth of “together” mortgage lending due to the cap of
£30.000 on the value of the unsecured element of “together” loans. At 31 December 2005, our unsecured lending balances were
£.5.789 million (31 December 2004 - £4,581 million} of which 40.0% (31 December 2004 - 40.3%) represented “together” unsecured
advances.

COMMERCIAL

Competition in the commercial secured lending market remained strong throughout 2005 with certain lenders being particularly aggressive
on price and LTV levels at which they are prepared to lend. Both gross and net lending within our commercial lending portfolio slowed as

a result of maintaining our emphasis on quality rather than volume of lending. Gross lending in the year amounted to £408 million

{2004 - £499 million) with net lending of £5 million (2004 - £182 millicn).

TREASURY

Our Treasury operation continues to raise wholesale funds, manage interest rate and currency risks, and manage a portfolio of investments
primarily for liquidity purpases. It is not a separate profit centre and does not operate trading portfalios. At 31 December 2005, 97%

(31 December 2004 - 96%) of our Treasury investment portfolios comprised assets which are rated single A or better. We continue

to have no exposure to emerging markets or non-investment grade debt.

FUNDING
Northern Rock has established four distinct funding arms enabling it to attract funds from a wide range of customers and counterparties on

a global basis. Flows of new funding and closing balances are shown in the following table:

Retail Non-Retail Securitisation Covered Bonds
£m £m £m fm
2005
Net flow 2.809 2317 8.831 2,378
Closing balances 20,104 22,253 31,156 3,830
2004
Net flow 896 2,770 7234 1,341
Closing balances 17.290 19,740 22,090 1.339

Nate: Net flow in 2005 represents net cashflows excluding fair value adjustments. Closing balances at 31 December 2005 are stated
including fair value adjustments.




RETAIL
Retail funding comprised a net inflow of funds of £2,809 million, including interest credited of £565 million and builds on the successful
funding in the first half of 2005 of £1,716 million, again demonstrating the strength and diversity of our retail franchise. 2005's net inflow

represents over three times the net inflow of £896 million achieved in 2004.

Funding during the year was largely into our Silver Savings account for the over 50s, launched in September 2004 and supplemented in
2005 by the introduction of a 30 day notice account. Balances in our Ireland based operation rose 63% to £1.026 million
{31 December 2004 - £628 million), with £1,940 million (31 December 2004 - £1,871 million) in our Guernsey based off-shore vehicle.

Closing balances of £20.1 bilfion represent 65.8% of our non-securitised lending portfolios (31 December 2004 - 52.6%).
NON-RETAIL

Qur non-retail funding provides a balanced mixture of short and medium term funding with increasing diversification of our global investor

base. During the first half we repaid net £2.2 billion, mainly short term funds, following securitisation issues. In the second half we raised a

net £4.5 billion mainly medium term funding, leaving a full year net funding of £2.3 billion.

During the year, we raised £2.6 billion medium term wholesale funds from a variety of globally spread sources, with specific emphasis on the
US, Europe and Asia. This included a US$1.75 billion Extendible Quarterly Securities issue sold to domestic US investors and a
US$1.5 billion Floating Rate Notes issue sold in Asia and Europe. In January 2006, we have raised a further US$2.0 billion Extendible

Securities, with over 60% of funds raised from investors new to the Northern Rock Extendible programme.

Key developments in short term funding included the establishment of a CAD$2 billion Canadian Commercial Paper programme which
provides access to domestic Canadian investors. This programme had outstanding balances of CAD$850 million at 31 December 2005.

SECURITISATION

Funding through securitisation has remained an integral part of Northern Rock's funding strategy. During 2005 four residential mortgage-
backed issues were completed raising £12.9 billion through our Granite vehicles. The characteristics of the mortgages securitised, in terms
of product type, LTV and geographic distribution remain similar to those of our non-securitised mortgages. We continue to diversify our

investor base aided by comprehensive global investor roadshows. A second commercial mortgage securitisation (Dolerite} raising

£600 million was also completed.

The last Cranite issue of 2005 (a £3.75 billion deal) was priced at the lowest spread we have ever achieved, even tighter than previous

deals completed in the year and significantly below the cost of older deals being replaced.
Already in 2006 we have completed a £6.0 billion residential mortgage-backed securitisation issue, which was heavily oversubscribed.

At 31 December 2005 advances to customers subject to securitisation amounted to £39.1 billion (31 December 2004 - £21.9 billion),
representing 56% (31 December 2004 - 40%) of our total lending portfolios.

COVERED BONDS

In 2005 we raised €3.5 billion (£2.4 billion) from two further issues from our €10 billion covered bond programme established in 2004,
The second transaction raised funds with a maturity of 15 years priced at mid swaps plus 11bps helping to lower the average cost of new
funding. We intend to continue to actively develop our covered bend programme and will seek to further diversify the investor base. The
covered bonds are secured by a pool of ring-fenced residential mortgages. The credit risks associated with these loans have subsequently

been transferred into the capital markets by means of synthetic securitisation transactions (Graphite) providing further capital benefits.

WHINSTONE TRANSACTION

In November 2005, Northern Rock completed its first Whinstone transaction transferring around 80% of the reserve fund risk relating to
pre 2005 Granite residential mortgage securitisations to third party investors, therefore reducing the potential exposure to downturn credit
risk. The transaction reduces the level of core capital required under credit rating assessments of required capital as well as the regulatory
capital deduction in respect of the reserve funds, thereby enhancing capital efficiency and more closely aligning regulatory and credit rating
capital; an important step in advance of Basle Il. By retaining a small portion of the first loss, Northern Rock continues to align the interests

of securitisation investors and the Company and demonstrates its confidence in the credit performance of the mortgage portfolios.

Net interest income, total income and pre tax profits were affected by the interest cost of this transaction for two months in 2005 and will

be affected on a full year basis thereafter. This additional cost will be largely offset by savings in appropriations due to not having to raise
subordinated debt to support securitisation capital deductions. Underlying attributable profits will therefore not be significantly affected by

this transaction,
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Following the announcement of the transaction Standard & Poor’s changed the Narthern Rock senior unsecured credit rating outlook from
neutral to positive. The £423 million transaction, included within securitised notes in issue, is by far the largest transaction of its type ever
completed in the international markets and has been awarded European Securitisation deal of the year by IFR magazine. It is our intention to

continue to utilise this type of transaction on an ongoing basis.

DIVIDENDS

tn line with our dividend policy of a payout ratio of approximately 40% of sustainable underlying attributable profits, cover of 2.5 times, the
proposed final dividend is 20.7p per share payable an 26 May 2006 to shareholders on the register on 28 April 2006. This, combined with
the interim dividend of 9.4p, results in a total dividend for 2005 of 30.1p per share, an increase of 13.6% over the 2004 total dividend of
26.5p per share.

CAPITAL

At 31 December 2005, total capital amounted to £3,224 millicn resulting in a total capital ratio of 12.3%, comfortably above regulatory
and internal requirements. Tier 1 capital was £2,033 million and the Tier 1 ratio 7.7%. The restated equivalent ratios at 31 December 2004
on a statutory basis were 14.0% and 8.7%. On a proforma basis the ratios were 13.5% and 8.0% respectively, primarily reflecting the

impact of the deferral of fee income following the introduction of IFRS.

Recognising the strategic importance of Basle Il to our business, in December 2005, we submitted our application seeking waiver from the
FSA to permit us to adopt the Retail Internal Ratings Based approach, which is planned to commence on 1 January 2007. We intend to
initially adopt the Standardised Approach to Operational Risk.

Our low risk balance sheet means that we expect to achieve significant reductions in the levels of our total regulatory risk weighted assets
for credit exposures compared to current levels. This should result, subject to consultation with the FSA and credit rating agencies, in future
capital efficiencies. In the first three years of the operation of Basle |1, transitional arrangements will apply such that any capital relief will be

introduced gradually with a potential maximum 20% reduction in capital by the end of the transition period.

The table below analyses Northern Rock’s capital resources at 31 December 2005 and 2004:

2005 2004
£m £m

Tier 1
Share capital 123.9 123.9
Share premium account 6.8 6.8
Capital redemption reserve 7.3 73
Retained earnings 1,426.5 1,401.6
Pension scheme 23.1 348
Reserve capital instruments 299.3 300.0
Tier one notes 223.9 200.0
Goodwill and intangible assets (78.2) (73.1)
Total Tier 1 capital 2.032.6 2,001.3
Upper Tier 2
Perpetual subordinated debt 736.5 746.4
Collectively assessed impairment allowances 119.0 83.1
Total Upper Tier 2 capital 855.5 829.5
Lower Tier 2
Term subordinated debt 785.3 769.3
Total Tier 2 capital 1,640.8 1,598.8
Deductions (449.8) (374.7)
Total capital 3,223.6 3,225.4
Risk weighted assets 26,295.9 23,030.9
Tier 1 ratio (%) 77% 8.7%
Total capital (%) 12.3% 14.0%




PENSION FUND

Whilst almost fully funded on an actuarial basis, the average deficit of the Northern Rock Pension Fund throughout 2005 using the 14519
basis of calcufation was £65.0 million. At the end of 2005, this deficit would have grown to around £74.4 million without corrective action,
reflecting in particular volatitity arising from the use of point in time assumptions about return on assets and discount rates and in particular
the reduction in bond yields seen in December 2005. The defined benefit element of the fund is a closed fund, and as we get closer to the
end of the fund’s life, the IAS19 deficit will become realised. Consequently, we have decided to eliminate the average 2005 deficit. This has
been achieved by an initial additional contribution of £20.0 million in December 2005, with the balance of £45.0 million paid in jJanuary
2006.

As a result of the above, the IAS 19 deficit at 31 December 2005 is £54.4 million, which reduces by £45.0 million to £9.4 million after the
payments made in January 2006. The impact of these contributions will be minimal on the Group's earnings but will reduce the risk of
significant increases in pension cost in the future.

OUTLOOK
We expect UK gross residential lending in 2006 to be similar to 2005 at around £300 billion, underpinned by a stable housing market and
sustained remortgage activity. Economic conditions will remain fundamentally supportive, with interest rates remaining low during 2006.

Foliowing two years of growth of assets at the top of our strategic range of 20% + / - 5% we intend that over the next two to three years
the rate of growth of assets will move to the centre of the range, assisting both operational and capital efficiency. Also as income deferred
under IFRS is recognised in the income statement and margins stabilise we expect to see underlying earnings growth move back to at least
the centre of our strategic range of 15% + / - 5% and then converge towards asset growth in the medium term. Our strategic target for
return on equity of 19% to 22% is also confirmed.

Cost efficiency ratios should continue to improve as cost growth returns to below income growth and at the lower end of the target of one

half to two thirds of asset growth despite continuing our usual policy of investing in new infrastructure for future capacity and efficiency.

Risk management and credit quality remains paramount to Northern Rock’s business, which will remain dominated by good quality prime
residential mortgages. Whilst the extremely benign credit conditions of the last few years are unlikely to continue they are not expected to
deteriorate significantly. This, together with increased focus on arrears management and sound provisioning policies, should ensure that loan
loss impairment provisions will not increase markedly.

Capital efficiency will continue to benefit from further sales of securitisation reserve fund risk and in the future by the reduction in capital

risk weightings under Basle Il

Qur business model remains on track to deliver all of our strategic targets in terms of asset and profit growth, returns on equity and cost
efficiency. This will benefit employees, customers and shareholders.
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The Directors are pleased to present their
report and the audited financial statements
for the year ended 31 December 2005.

PRINCIPAL ACTIVITIES

The principal purpose of the Group is the
provision of housing and other property
finance, savings and a range of related
personal financial and banking services in
the UK,

REVIEW OF BUSINESS AND FUTURE
DEVELOPMENTS

A review of the business and future
developments is given in the Chairman’s
Statement, the Chief Executive’s Report
and the Operating and Financial Review.

DIVIDENDS

An interim dividend of 9.4p per share
(2004 8.5p per share) was paid on 28
October 2005. The Directors propose a
final dividend of 20.7p per share (2004
18.0p per share) to be paid on 26 May
2006 to shareholders on the register at
the close of business on 28 April 2006.

TANCGIBLE FIXED ASSETS

Land and buildings, which are included in
the balance sheet at cost less accumulated
depreciation, amounted to £97.6 million at
31 December 2005. In the Directors’
opinion, based on valuations carried out by
the Group's qualified chartered surveyors,
the total market value of these assets was
not significantly different,

Details of changes to tangible fixed assets
are included in note 26 to the accounts.

POST BALANCE SHEET EVENTS

On 25 January 2006, the Group issued a
further £6 billion of securitised notes,
secured against loans and advances on
residential properties, from the Granite
Master Issuer programme.

The Directars are of the opinion that there
have been no other significant events which
have occurred since 1 January 2006 to the
date of this report that are likely to have a
material effect on the Group's financial
position as disclosed in these accounts.

DIRECTORS

The current compeosition of the Board of
Directors together with brief biographical
details of each Director is shown on

page 12. With the exception of the
Directors noted below, all Directors have
served on the Board throughout the year
ended 31 December 2005,

o 5 /R 7 e Teem T Y '

On 5 January 2005, Mr K M Currie,

Mr A M Kuipers and Mr M ] Queen were
appointed to the Board, and on 1 March
2005 Miss R A Radcliffe joined the Board.

Mr A ] Applegarth. Sir lan Gibson and

Sir Derek Wanless retire by rotation at the
Annual General Meeting and, being eligible.
offer themselves for re-election, Details of
the service cantract for Mr A | Applegarth
are set out on page 23. There are no
service contracts in respect of the other
Directors seeking re-election.

Sir George Russell will retire from the Board
at the conclusion of the 2006 Annual
General Meeting.

The interests of Directors in the shares of
the Company at 31 December 2005 and
28 February 2006 are set out on page 30.

SHARES
The authorised and issued share capital are
set out in note 36 to the accounts.

At the Annual General Meeting on 26 April
2005, a resolution was passed giving the
Company the authority to make market
purchases of Ordinary Shares up to a
maximum of 10% of the issued share
capital. A further resolution was passed
providing for the Compary to enter into a
contingent purchase contract with The
Northern Rock Foundation to repurchase
Foundation Shares in the same proportion
and at the same price as the Ordinary
Shares repurchased. These autharities
expire at the Annual General Meeting in
2006 when a resolution will be proposed
for their renewal.

SUBSTANTIAL SHAREHOLDINGS

As at 28 February 2006, the following
notifiable interests in the Company’s
Ordinary Shares had been reported to

the Company:

Aviva plc 3.2%
Barclays PLC 4.8%
Legal & General

Investment Management Limited 3.9%

CREDITCR FAYMENT POLICY

The Company’s policy with regard to the
payment of suppliers is to negatiate and
agree terms and conditions with all its
suppliers, which include the giving of an
undertaking to pay suppliers within an
agreed payment period.

The average creditor payment period at
31 December 2005 was 32 days
{2004 21 days).
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EMPLOYEES

Northern Rock's desire to involve
employees as financial stakeholders in the
Company continued in 2005. Under the
Share Incentive Plan, shares with a market
value at the date of award of £1.8 million
were given to employees during the year. In
January 2005 a further grant of options
was made under the Employee Share
Option Scheme. A total of 4,463,000
options were granted at an exercise price of
£7.73 per share. These options may be
exercised between 2008 and 2015. In
March 2005 a further award of options was
made under the Sharesave Scheme. A total
of 808,621 options were granted at an
exercise price of £7.27 per share. These
options may be exercised between 2008
and 2010,

Employee communications are vital to the
success of the Company, and good staff
relations are a key part of management
responsibility at all levels. Employee
consultation takes place with the national
committee of AMICUS. The Company also
issues a bi-monthly staff magazine and
weekly news bulletins.

The Company is committed to equal
employment opportunities for everyone,
and treats applicants for work solely on
their ability to do the job.

CHARITABLE CONTRIBUTIONS

The Company is committed to a total
contribution to The Narthern Rock
Foundation under a deed of covenant of
£24.7 million based on its profits in 2005.
Of this amount, it has already made a
contribution of £14.7 million in October
2005, with a further contribution of
£10.0 million to be paid in May 2006.

AUDITORS

The auditors, PricewaterhouseCoopers LLP
have indicated their willingness to continue
in office and a resolution to reappoint
them will be proposed at the Annual
General Meeting,

By order of the Board

C Taylor, Company Secretary
28 February 2006




We have audited the Group and Company
financial statements (the “financial
statements”) of Northern Rock plc for the
year ended 31 December 2005 which
comprise the Consolidated Income
Statement, the Consolidated Balance
Sheet, the Company Balance Sheet, the
Consalidated Statement of Recognised
Income and Expense, the Company
Statement of Recognised Income and
Expense, the Consolidated Cashflow
Statement, the Company Cashflow
Statement and the related notes. These
financial statements have been prepared
under the accounting policies set out
therein. We have also audited the
information in the Directors’ Remuneration
Report that is described as having

been audited.

RESPECTIVE RESPONSIBILITIES OF
DIRECTCRS AND AUDITORS

The Directors’ responsibilities for preparing
the Annual Report and the financial
statements in accordance with applicable
law and International Financial Reporting
Standards {IFRS) as adopted by the
European Union are set out in the
Statement of Directors’ Responsibilities. The
Directors are also responsible for preparing
the Directors’ Remuneration Report.

Ouwr responsibility is to audit the financial
statements and the part of the Directors’
Remuneration Report to be audited in
accordance with relevant legal and
regulatory requirements and International
Standards on Auditing (UK and lrefand).
This report, including the opinion, has been
prepared for and only for the Company’s
members as a body in accordance with
Section 235 of the Companies Act 1985
and for no other purpose. We do not, in
giving this opinion, accept or assume
responsibility for any other purpose or to
any other person to whom this report is
shown or into whose hands it may come
save where expressly agreed by our prior
consent in writing,

We report to you our opinion as to
whether the financial statements give a true
and fair view and whether the financial
statements and the part of the Directors’

Remuneration Report to be audited have

been properly prepared in accordance with

the Companies Act 1985 and Article 4 of
the 1AS Regulation. We also report to you
if, in our opinion, the Directors’ Report is
not consistent with the financial
statements, if the Company has not kept
proper accounting records, if we have not
received all the information and
explanations we require for our audit, or if
information specified by law regarding
Directors’ remuneration and other

transactions is not disclosed.

We review whether the Corporate
Governance Statement reflects the
company’s compliance with the nine
provisions of the 2003 FRC Combined
Code specified for our review by the Listing
Rules of the Financial Services Authority,
and we report if it does not. We are not
required to consider whether the Board's
statements con internal control cover all
risks and controls, or form an opinion on
the effectiveness of the Group's corporate
governance procedures or its risk and

control procedures.

We read other information contained in the
Annual Report and consider whether it is
consistent with the audited financial
statements. The other information
comprises only the Chairman's Statement,
the Chief Executive’s Report, the Corporate
Governance statement, the unaudited part
of the Directors’ Remuneration Report, the
Community and Environmental Report, the
Northern Rock Foundation report, the
Operating and Financial Review and the
Directors’ Report. We consider the
implications for our report if we become
aware of any apparent misstatements or
material inconsistencies with the financial
statements. Qur responsibilities do not
extend to any other information.

BASIS OF AUDIT OPINION

We conducted our audit in accordance with
International Standards on Auditing {UK
and Ireland) issued by the Auditing
Practices Board. An audit includes
examination, on a test basis, of evidence
relevant to the amounts and disclosures in
the financial statements and the part of the
Directors’ Remuneration Report to be
audited. It also includes an assessment of
the significant estimates and judgments

made by the Directors in the preparation

of the finanaal statements, and of
whether the accounting policies are
appropriate to the Group's and Company's
circumstances, consistently applied and

adequately disclosed.

We planned and performed our audit so as
to obtain all the information and
explanations which we considered
necessary in order to provide us with
sufficient evidence to give reasonable
assurance that the financial statements and
the part of the Directors’ Remuneration
Report to be audited are free from material
misstatement, whether caused by fraud or
other irregularity or error. In forming our
opinion we also evaluated the overall
adequacy of the presentation of
information in the financial statements and
the part of the Directors’ Remuneration

Report to be audited.

OPINION
In our opinion:

* the Group financial statements give a true
and fair view, in accordance with IFRS as
adopted by the European Union, of the
state of the Group’s affairs as at
31 December 2005 and of its profit and

cash flows for the year then ended;

the Company financial statements give a
true and fair view, in accordance with

IFRS as adopted by the European Union
as applied in accordance with the
provisions of the Companies Act 1985, of
the state of the parent company'’s affairs
as at 31 December 2005 and cash flows
for the year then ended; and

-

the financial statements and the part of
the Directors’ Remuneration Report to be
audited have been properly prepared in
accordance with the Companies Act
1985 and Article 4 of the IAS Regulation.

PricewaterhouseCoopers LLP
Chartered Accountants and
Registered Auditors
Newcastle upon Tyne

28 February 2006

PRCEAVATERHOUSE(COPERS
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Note 2005 2004
£m £m
Interest and similar income 3 4,056.7 2,989.4
Interest expense and similar charges 4 (3,304.4) (2,522.5)
Net interest income 752.3 466.9
Fee and commission income 157.0 305.1
Fee and commission expense (28.9) (64.5)
Other operating income 0.9 11.7
129.0 252.3
Net hedge ineffectiveness and other unrealised fair value gains and losses 9 (56.4) -
Total income 824.9 719.2
Administrative expenses 5 (226.1) (2001 )i
Depreciation and amortisation (23.3) Il 8.2)|
Covenant to The Northern Rock Foundation (24.7) (21.6))
Operating expenses (274.1) (239.9)
Impairment losses on loans and advances 8 (56.6) (48.5)
Impairment of fixed asset investments - 45
Profit before taxation 494.2 435.3
Income tax expense 1 (144.9) (125.8)
Profit for the year 349.3 309.5
Attributable to:
Appropriations 34,35 48.6 -
Profit attributable to equity shareholders 300.7 309.5
Total profit attributable to equity holders of parent company 349.3 309.5
Earnings per share
Basic earnings per share 14 72.5p 74.9p
Diluted earnings per share 14 72.0p 74.3p

Details of dividends are set out in note 13.




Note 2005 2004
Assets £m fm
Cash and balances with central banks 15 69.2 653
Derivative financial instruments 16 1,449.8 -
Loans and advances to banks 17 5,073.8 36742
Loans and advances to customers 18 70,239.9 54,768.8
Available for sale securities 21 53771 -
Debt securities 22 - 4,742.2
Equity shares and other variable yield securities 23 - 575.6
Intangible assets 25 78.2 731
Property, plant and equipment 26 180.6 1705
Deferred income tax asset 27 57.5 141
Other assets 52.9 78.2
Prepayments and accrued income 129.5 7189
Total assets 82,708.5 64,8809
Liabilities
Deposits by banks 28 1,536.8 1,201.6
Customer accounts 29 23,672.6 20,393.7
Derivative financial instruments 16 846.1 -
Debt securities in issue
Securitised notes 19 31,156.4 22,0899
Covered bonds 20 3,830.4 1,339.0
Other 30 17,147.8 15,4353
Other liahilities 93.8 76.1
Current taxation liabilities 43.3 60.0
Accruals and deferred income E) 706.3 679.5
Provisions for liabilities and charges 7 54.4 525
Subordinated liabilities 32 785.3 1,515.7
Reserve capital instruments 34 - 300.0
Tier one notes 33 223.9 2000
80,097.1 63,3433
Equity
Shareholders’ funds
Called up share capital 36 123.9 1239
Share premium account 37 6.8 6.8
Capital redemption reserve 37 7.3 73
Other reserves 37 1.1 (2.0
Retained earnings 38 1,426.5 1,401.6
Total equity attributable to equity shareholders 1,575.6 1,537.6
Non shareholders’ funds
Reserve capital instruments 34 299.3 -
Subordinated notes 35 736.5 -
Total non shareholders’ funds 1,035.8 -
Total equity 2,611.4 15376
Total equity and liabilities 82,708.5 64,880.9
The notes on pages 59 to 102 form an integral part of these accounts.
Approved by the Board on 28 February 2006 and signed on its behalf by:
Dr MW Ridley A J Applegarth R F Bennett
Chairman Chief Executive Group Finance Director
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Note 2005 2004
Assets £Em fm
Cash and balances with central banks 13 69.2 65.3
Derivative financial instruments 16 769.9 -
Loans and advances to banks 17 4,628.7 3,167.3
Loans and advances to customers 18 70,812.5 55,127.6
Available for sale securities 21 5,099.4 -
Debt securities 22 - 45786
Equity shares and other variable yield securities 23 - 458.1
Shares in Group undertakings 24 118.5 1205
Intangible assets 25 47.5 42.4
Property, plant and equipment 26 168.3 140.3
Deferred income tax asset 27 93.0 652
Other assets 98.1 1137
Prepayments and accrued income 503.9 1,053.6
Total assets 82,408.5 64,932.6
Liabilities
Deposits by banks 28 3,541.0 3,067.6
Customer accounts 29 53,198.5 40,941.6
Derivative financial instruments 16 400.5 -
Debt securities in issue
Covered bonds 20 3,830.4 1,339.0
Gther 30 17,147.8 154353
Other liabilities 158.4 1010
Current taxation liabilities 42,0 58.2
Accruals and deferred income £l 545.3 5449
Provisions for liabilities and charges 7 54.4 525
Subordinated liabilities iz 7853 1,515.7
Reserve capital instruments 34 - 300.0
Tier one notes 33 2239 200.0
79,927.5 63,555.9
Equity
Shareholders’ funds
Called up share capita) 36 123.9 1239
Share premiurn account 37 6.8 6.8
Capital redemption reserve 37 7.3 7.3
Other reserves 37 (7.0) {2.0)
Retained earnings 38 1,314.2 1,240.7
Total equity attributable to equity shareholders 1,445.2 1,376.7
Non shareholders’ funds
Reserve capital instruments 34 299.3 -
Subordinated notes 35 736.5 -
Total non shareholders’ funds 1,035.8 -
Total equity 2,481.0 1,376.7
Total equity and liabilities B2,408.5 64,932.6
The notes on pages 59 to 102 form an integral part of these accounts,
Approved by the Board on 28 February 2006 and signed on its behalf by:
Dr MW Ridley A J Applegarth R F Bennett
Chairman Chief Executive Group Finance Director
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Called up Share Capital Total Non
share premium redemption Other Retained sharcholders’ shareholders’ Total
capital account reserve reserves earnings funds funds equity
Note £m £m . £m £m £m £m £m £m
Profit for the year - - - - 3007 300.7 48,6 3493
Changes in valuation of available for sale
investments, net of tax 37 - - - 15.6 ~ 156 - 15.6
Met profits on disposal transferred to
net income, net of tax 37 - - - (16.6) - (16.6) - {16.6)
Net change in cash flow hedges, net of tax 37 - - - (8.8) - (8.8) - (8.8)
Actuarial gains and losses, net of tax 37 - - - (12.9) - (12.9) - {1 2.9):
Total recognised income and
expense for the year - - - (22.7) 300,7 278.0 48.6 326.6
Adoption of IAS 32 and [AS 39
- fair value adjustments 46 - - - 358 (179.7) {143.9) - (143.9}
Total - - - 131 121.0 134 48.6 182.7
Note - reconciliation of movements in equity
Total - as above - - - 131 121.0 1341 48.6 182.7
Adoption of IAS 32 and IAS 39 — debt /
equity reclassifications 46 - - - - - - 1,035.8 1,035.8
Dividends 13 - - - - (113.8} (113.8) - {113.8)
Appropriations - - - - - - (48.6) (48.6)
Movement in own shares 38 - - - - 17.7 17.7 - 17.7
Balance at 31 December 2004 1239 6.8 7.3 (2.0 14016 1,537.6 - 15376
Balance at 31 December 2005 1239 6.8 7.3 1A 1,426.5 1,575.6 1,035.8 2,611.4
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Called up Share Capital Total Non

share premium  redemption Other Retained shareholders’ sharehoiders’ Total

capital account reserve reserves earnings funds funds equity

Note £m £m £m £m £m £m £m £m

Profit for the year - - - - 309.5 309.5 - 309.5

Actuarial gains and losses, net of tax 37 - - - (2.0 - (2.0 - {2.0)
Total recognised income and

expense for the year - - - (2.0) 309.5 307.5 - 307.5

Note - recongciliation of movements in equity

Total recognised income and

expense for the year - - - (2.0) 309.5 307.5 - 307.5

Dividends 13 - - - - (100.6} {100.6) - {100.6)

Movement in own shares 38 - - - - 89 89 - 89

Balance at 31 December 2003 1239 6.8 73 - 1,183.8 1,3218 - 1,321.8

Balance at 31 December 2004 1239 6.8 7.3 (2.0} 1,401.6 1,537.6 - 1,537.6




e

Called up Share Capital Total Non
share premium  redemption Other Retained shareholders’ shareholders’ Total
capital areount reserve reserves earnings funds funds equity
Note £m £m £m £m £m Em £m £fm
Profit for the year - - - - 3462 346.2 48.6 3948
Changes in valuation of available
for sale investments, net of tax 37 - - - 0.7) ~ 0.7) - 0.7)
Net profits on disposal transferred to
net income, net of tax 37 - - - (14.0) - (14.0) - 14
Net change in cash flow hedges, net of tax 37 - - - (8.8) - (8.8) - (8.8}
Actuarial gains and losses, net of tax 37 - - - (129) - (12.9) - (129
Total recognised income and
expense for the year - - - {36.4} 346.2 309.8 48.6 358.4
Adopticn of IAS 32 and IAS 39
- fair value adjustments - - - 314 (176.5} {145.1) - {145.1)
Total - - - {5.0) 169.7 164.7 48.6 2133
Note - reconciliation of movements in equity
Total - as above - - - {5.0} 169.7 164.7 48.6 213.3
Adoption of IAS 32 and 1AS 39 - debt /
equity reclassifications - - - - - - 1,035.8 1,035.8
Dividends 13 - - - - (113.9) (113.9) - {113.9)
Appropriations - - - - - - (48.6) (48.6)
Movement in own shares 38 - - - - 17.7 17.7 - 17.7
Balance at 31 December 2004 1239 68 73 (2.0} 1.240.7 1,376.7 - 13767
Balance at 31 Decemnber 2005 123.9 6.8 7.3 {7.0) 1,314.2 1,445.2 1,035.8 2,481.0
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Called up Share Capital Total Non
share premium  redemption Other Retained shareholders’ shareholders’ Total
capital account resesve reserves eamnings funds funds equity
Note £m £m £Em £m £m £Em £m £m
Profit for the year - - - - 262.3 2623 - 2623
Actuarial gains and losses, net of tax 37 - - - {2.0} - {2.0) - {2.0)
Total recognised income and
expense for the year - - - 2.0) 262.3 260.3 - 260.3
Note - reconciliation of movements in equity
Total recognised income and
expense for the year - - - {2.0) 262.3 260.3 - 260.3
Dividends 13 - - - - (101.4} {101.4) - (101.4)
Movement in own shares 38 - - - - 8.9 8.9 - 89
Balance at 31 December 2003 1239 638 73 - 1,070.9 1,208.9 - 1,208.9
Balance at 31 December 2004 123.9 6.8 7.3 2.0} 1,240.7 1,376.7 - 1,376.7




For the year ended 31 December 2005

2005 2004
Net cash inflow from operating activities £m £m
Profit before taxation 494.2 4353
Adjusted for:
Depreciation and amortisation 23.3 18.2
Impairment losses on loans and advances to customers 56.6 485
Other non cash movements (303.9} 29.8
270.2 53138
Changes in operating assets
Depaosits held for regulatory or monetary control purposes (2.0} (6.5)
Loans and advances (14,540.4) {12,275.0)
Derivative financial instruments (603.7} -
Changes in other assets 571.3 (230.5)
(14,574.8) {12,512.0)
Changes in operating liabilities
Increase in debt securities in issue 13,2704 10,953.9
Deposits from other barnks 335.2 (199.5)
Due to customers 3,286.7 1,568.6
Other liabilities {36.0) (3.5
Accruals and deferred income 49.7 831
Income taxes paid (109.8) {106.0)
16,796.2 12,2916
Cashflows from investing activities
Net investment in intangible assets and property, plant and equipment (38.5) (48.1)
Purchase of securities {6,465.0) (9.653.9)
Proceeds from sale and redemption of securities 6,108.4 8,900.9
(395.1) {801.1)
Cashflows from financing activities
Subordinated liabilities - 396.1
Equity dividends paid (113.8} {100.6)
Appropriaticns {including tax of £20.8 million) {69.4) -
(183.2) 2955
Net increase / (decrease) in cash and cash equivalents 1,913.3 {194.2)
Gpening cash and cash equivalents 3,357.8 3,552.0
Closing cash and cash equivalents 5,271.1 3,3578
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2005 2004
Net cash inflow from operating activities £m £fm
Profit before taxation 553.5 3728
Adjusted for:
Depreciation and amortisation 21.0 18.0
Impairment losses on loans and advances to customers 58.3 48.2
Other non cash movements (711.1) 301
(78.3) 469.1
Changes in operating assets
Deposits held for regulatory or monetary control purposes (2.0) (6.5)
Loans and advances (14,769.5} {13,150.1}
Derivative financial instruments (369.4} -
Changes in other assets 511.3 (181.8}
{14,629.6} (13,338.4}
Changes in operating liabilities
Increase in debt securities in issue 4,203.9 37178
Deposits from other banks 473.4 {270.0)
Due 1o customers 12,264.7 9,734.6
Other liabilities 49.1 6.0
Accruals and deferred income 0.4 81.9
Income taxes paid (109.2) {110.5)
16,8823 13,159.8
Cashflows from investing activities
Net investment in intangible assets and property, plant and equipment (54.1} (44.6)
Purchase of securities (6,364.0) {9,474.3)
Proceeds from sale and redemption of securities 5,985.2 8,754.8
(432.9) {764.1}
Cashflows from financing activities
Subordinated liabilities - 396.1
Equity dividends paid (113.9) {101.4)
Appropriations {including tax of £20.8 million) (69.4) -
{183.3) 2947
Net increase / ([decrease) in cash and cash equivalents 1,558.2 (178.9)
Opening cash and cash equivalents 3,267.8 3,446.7
Closing cash and cash equivalents 4,826.0 3,267.8




1.

a)

b}

<)

d)

Q)

f)

9)

Principal accounting policies

Accounting convention

These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS") and IFRIC interpretations that, under
European Regulations, are effective or available for early adoption at the Group's first reporting date under IFRS, 31 December 2005, and with those parts of the
Companies Act, 1985 applicable to companies reporting under IFRS. The financial statements have been prepared under the historical cost convention as
modified by the revaluation of available for sale investments, financial assets and liabilities held at fair value. A summary of the more important group accounting
policies is set out below, tegether with an explanation of where changes have been made to previcus pelicies on the adopticn of new accounting standards in
the year. Where comparative figures have been prepared under UK GAAP, the applicable accounting policy has been disclosed in the relevant note.
Reconciliations from UK GAAP to IFRS are contained in notes 43 1o 46,

The preparation of financial statements in conformity with generally accepted accounting principles requires the use of estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Although these estimates are based on management's best knowledge of the amount, event or actions, actual results ultimately may differ from those
estimates.

Basis of consolidation

The financial information of the Group incorporates the assets, liabilities, and results of Northern Rock plc and its subsidiary undertakings {including Special
Purpose Entities). Entities are regarded as subsidiaries where the Group has the power to govern financial and operating policies so as to obtain benefits from
their activities. Inter-company transactions and balances are eliminated uvpon consclidation.

The acquisition method of accounting is used to account for the purchase of subsidiaries which are held at cost.

Interest income and expense
Interest income and expense are recognised in the income statement for all instruments measured at amoertised cost using the effective interest method.

The effective interest method calculates the amortised cost of a financial asset cr a financial liability, and allocates the interest income or interest expense over
the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through the expected life of the
financial instrument or, when appropriate, a shorter period 1o the net carrying amount of the financial asset or financial fiability. When calculating the effective
interest rate, the Group estimates cash flows considering all contractual terms of the financial instrument (for example prepayment options) but does not
consider future credit losses. The calculation includes all amounts received or paid by the Group that are an integral part of the overall return, direct incremental
transaction costs related to the acquisition or issue of a financial instrument and all other premiums and discounts.

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss, interest income is recognised using the rate
of interest used to discount the future cash flows for the purpose of measuring the impairment loss.

Fees and commissions

Where they are not included in the effective interest calculation, fees and commissions are generally recognised on an accruals basis when the service has been
provided, Loan commitment fees for loans that are likely to be drawn down are deferred (together with related incremental direct costs) and recognised as an
adjustment to the effective interest rate on the loan.Insurance commissions are recagnised in the period in which they are earned.

Financial instruments

Financial assets can be classified in the following categories:loans and receivables, available for sale, held to maturity or financial assets at fair value through profit
and loss. Management determines the classification of its investments at initial recognition. The Group measures all of its financial liabilities at amortised
cost, other than those instruments which have been designated as part of a hedging relationship (see below). All regular way trades are accounted for on a trade
date basis.

i) Loans and receivables and financial liabilities at amortised cost
The Group’s loans and advances to customers are classified as loans and receivables. Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market, whose recoverability is based solely on the credit risk of the customer and where the Group
has no intention of trading the loan. Both loans and receivables and financial liabilities are initially recognised at fair value including direct and incremental
transaction costs. Subsequent recognition is at amortised cost using the effective interest method.

ii)  Awvailable for sale financial assets
Available for sale financial assets are non-derivative financial assets, principally but not exclusively investment securities intended to be held for an indefinite
period of time which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices, They are initially measured
at fair value including direct and incremental transaction costs. Subsequent measurement is at fair value, with changes in fair value being recognised in
equity except for impairment losses and translation differences, which are recognised in the income statement. Upon derecognition of the asset, or where
there is objective evidence that the investment security is impaired, the cumulative gains and losses recognised in equity are removed from equity and
recycled to the income statement.

iii) Held to maturity financial assets
Held te maturity financial assets are non-derivative financial assets with fixed or determinable payments that the Group has the ability and intention to hold
to maturity. They are initially measured at fair value including direct and incremental transaction costs. Subsequent measurement is at amortised cost using
the effective interest method.

iv) Financial assets at fair value through profit or loss
A financial asset is classified in this category if it is so designated by management on initial recognition. Derivatives are held at fair value through profit or
loss unless they are designated as cash flow hedges, The assets are initialty measured at fair value, with transaction costs taken directly to the income
staternent. Subsequent measurement is at fair value, with changes in fair value included directly in the income statement.

The fair values of quoted investments in active markets are based on current bid prices. If the market for a financial asset is not active {and for unlisted
securities), the Group establishes fair value using valuation techniques. These include the use of recent arm’s length transactions, discounted cash flow
analysis, option pricing models and other valuation technigues commonty used by market participants,

Offsetting financial instruments
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

Derivative financial instruments and hedge accounting
The Group undertakes transactions in derivative financial instruments, which include cross currency swaps, interest rate swaps, equity swaps, interest rate caps,
forward rate agreements, options, foreign exchange contracts and similar instruments, for non-trading purposes.

The Group's derivative activities are entered into for the purpose of matching or eliminating risk from potential movements in interest and foreign exchange
rates inherent in the Group's assets, liabilities and positions. All derivative transactions are for economic hedging purposes and so it is therefore decided at the
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outset which position the derivative will be hedging. Derivatives are reviewed regularly for their effectiveness as hedges and corrective action taken, if
appropriate, Derivatives are measured initially at fair value and subseqguently remeasured to fair value. Fair values are obtained from queted market prices in
active markets and where these are not available from valuation techniques including discounted cash flow models and option pricing models. Where derivatives
are not designated as part of a hedging relationship, changes in fair value are recorded in the income statement, Where derivatives are designated within
hedging relationships, the treatment of the fair value changes depends on the nature of the hedging relationship as explained below.

Hedge accounting is used for derivatives designated in this way provided certain criteria are met. The Group documents at inception of the hedge relationship
the link between the hedging instrument and the hedged item as well as its risk management objective and strategy for undertaking various hedge transactions.
The Group also documents its assessment both at hedge inception and on an ongoing basis of whether the derivatives used in hedging transactions are highly
effective in offsetting changes in the fair values or cash flows of hedged items.

i) Cash flow hedges
A cash flow hedge is used to hedge exposures to variability in cash flows, such as variable rate financial assets and liabilities. The effective portion of changes
in the derivative fair value is recognised in equity, and recycled to the income statement in the periods when the hedged item will affect profit and loss. The
fair value gain or loss relating to the ineffective portion is recognised immediately in the income statement.

i) Fair value hedges
A fair value hedge is used to hedge exposures to variability in the fair value of financial assets and liabilities, such as fixed rate loans. Changes in fair value of
derivatives that are designated and qualify as fair value hedges are recorded in the income statement, together with any changes in the fair value of the
hedged asset or liability that are attributable to the hedged risk. If the hedge no longer meets the criteria for hedge accounting, the adjustment to the
carrying amount of the hedged item is amortised to the income statement over the period to maturity.

If derivatives are not designated as hedges then changes in fair values are recognised immediately in the income statement.

iii) Embedded derivatives
Certain derivatives are embedded within other non-derivative host instruments to create a hybrid instrument. Where the economic characteristics and risks
of the embedded derivatives are not closely related to the economic characteristics and risk of the host instrument, and where the hybrid instrument is not
measured at fair value, the Group separates the embedded derivative from the host instrument and measures it at fair value with the changes in fair value
recoghised in the income statement.

Sale and repurchase agreements

Securities sold subject to repurchase agreements (‘repos’) are reclassified in the financial statements as assets pledged when the transferee has the right by
contract or custom to sell or repledge the collateral; the counterparty liability is included in amounts due te other banks, deposits from banks, other deposits or
deposits due to customers, as appropriate, Securities purchased under agreements to resell, ('reverse repos’), are recorded as loans and advances to banks or
customers as appropriate. The difference between sale and repurchase price is treated as interest and accrued over the life of the agreements using the effective
interest method. Securities lent to counterparties are atso retained in the financial statements.

Securities borrowed are not recognised in the financial statements, unless these are sold to third parties,in which case the obligation to return them is recorded
at fair value as a trading liability.

Impairment losses

The Group assesses its financial assets or groups of financial assets for objective evidence of impairment at each balance sheet date. An impairment loss is
recognised if, and only if, there is a loss event {or events) that has occurred after initial recognition and before the balance sheet date and has a reliably
measurable impact on the estimated future cash flows of the financial assets or groups of financial assets.

i} Assets held at amortised cost

The Group first assesses whether objective evidence of impairment exists individually for financial assets that are individually significant, and individually or
collectively for financial assets that are not individually significant. Objective evidence that a financial asset is impaired includes observable data that comes
to the attention of the Group about the fallowing loss events:

a) significant financial difficulty of the issuer or obligor;
b} a breach of contract, such as a default or delinquency in interest or principal repayments;

¢} the lender, for economic or legal reasons relating to the borrower's financial difficulty, granting to the borrower a concession that the lender would not
otherwise consider;

d) it becomes probable that the borrower will enter bankruptcy or other financial reorganisation;
e] the disappearance of an active market for that financial asset because of financial difficulties; or

f) observable data indicating that there is a measurable decrease in the estimated future cash flows from a portfolioc of assets since the initial recognition
of those assets, although the decrease cannot yet be identified with the individual financial assets in the portfolio, including:

i. adverse changes in the payment status of borrowers in the portfolic;
il. national or local economic conditions that correlate with defaults on the assets in the portfolio.

If the Group determines that no objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, it
includes the asset In a group of financial assets with similar credit risk characteristics and collectively assesses themn for impairment. Assets that are
individually assessed and for which an impairment loss is or continues to be recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss on loans and receivables has been incurred, the amount of the loss is measured as the difference
between the asset's carrying amount and the present value of the estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset's original effective interest rate. The carrying amaount of the asset is reduced through the use of animpairment
allowance and the amount of the loss is recognised in the income statement. In future periods the unwind of the discount is recognised within interest
income.

When a loan is uncollectible, it is written off against the related provision for lpan impairment. Such loans are written off after all the necessary
procedures have been completed and the amount of the loss has been determined, Subsequent recoveries of amounts previously written off decrease
the amount of the provision for loan impairment in the income statement.

If in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the
impairment was recognised (such as an improvement in the customer’s credit rating), the previously recognised impairment loss is reversed by
adjusting the impairment allowance. The amount of the reversal is recognised in the income statement.
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i) Available for sale financial assets

For available for sale financial assets, the Group assesses at each balance sheet date whether there is objective evidence that a financial asset, ar group of
financial assets are impaired. The amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated
cash flows. The rate used to discount the cash flows is the original effective rate on the available for sale financial asset, The amount of the impairment loss
is recognised in the income statement. This includes cumulative gains and losses previously recognised in equity which are recycled from equity to the
income statement.

Derecognition of financial assets and liabilities

Derecognition is the point at which the Group removes an asset or liability from its balance sheet. The Group's policy is to derecognise financial assets only when
the contractual right to the cash flows from the financial asset expires. The Group also derecognises financial assets that it transfers to another party provided
the transfer of the asset also transfers the right to receive the cash flows of the financial asset. Where the transfer does not result in the Group transferring the
right to receive the cash flows of the financial assets, but it does result in the Group assuming a corresponding obligation to pay the cash flows to another
recipient, the financial assets are also accordingly derecagnised.

The Group derecognises financial liabilities only when the obligation specified in the contract is discharged, cancelled or has expired.

Securitisation transactions
Certain Group companies have issued debt securities in order ta finance specific loans and advances to customers. Both the debt securities in issue and the loans
and advances to customers remain on the Group balance sheet within the appropriate balance sheet headings unless:

i) a fully proporticnal share of all or of specifically identified cash flows have been transferred to the holders of the debt securities, in which case that
proportion of the assets are derecognised;

ity substantially all the risks and rewards associated with the assets have been transferred, in which case the assets are fully derecognised; or
i) if a significant proportion of the risks and rewards have been transferred, the assets are recognised only to the extent of the Group’s continuing involvement.

All transactions previously recognised under UK GAAP on the basis of linked presentation have been recognised by the separate presentation of the gross assets
and the related funding,

Debt and equity securities in issue

Issued securities are classified as liabilities where the contractual arrangements result in the Group having an obligation to deliver either cash or another financial
asset to the security holder, or to exchange financial instruments under conditions that are potentially unfavourable to the Group. Issued securities are classified
as equity where they meet the definition of equity and confer a residual interest in the Group's assets on the holder of the securities,

Financial liabilities are carried at amortised cost using the effective interest rate (see “interest income and expense”), Equity instrurments are initially recognised
at net proceeds, after deducting transaction costs and any related income tax. Appropriations 1 holders of equity securities are deducted from equity, net of any
related income tax, as they become irrevocably due to the holders of the securities.

Foreign currency translation
The Group’s financial statements are presented in sterling, which is the functional currency of the parent company. ltems included in the financial statements of
each of the Group’s entities are measured using their functional currency, which is the currency of the primary econoemic environment in which they operate,

Foreign currency transactions are translated into functional currency using the exchange rates prevailing at the dates of the transactions. Monetary items
denominated in foreign currencies are translated at the rate prevailing at the balance sheet date. Foreign exchange gains and losses resulting from the restatement
and settlement of such transactions are recognised in the income statement, except when deferred in equity as qualifying cash flow hedges. Non-manetary items
measured at amortised cost and denominated in foreign currencies are translated at the exchange rate at the date of the transaction, Non-maonetary items
measured at fair value are translated at the exchange rate at the date of valuation, Where these are held at fair value through profit and loss, exchange differences
are reported as part of the fair value gain or loss.Where they are held as available for sale, exchange differences are reported directly in equity.

Share-based payments

Share-based payments are accounted for an a fair value basis. The Group measures the fair value of the Long Term Incentive Plan (“LTIP") using a Monte Carlo
simulation model and the fair value of the Save-As-You-Earn scheme and all other share based payment schemes using a Black-Scholes option pricing model,
The fair value is recognised in the income statement over the relevant vesting period and adjusted for forfeitures, with the number of shares expected to be
forfeited estimated at each balance sheet date prior to the vesting date. The impact of any revisions to estimates is reflected in the income statement, with the
corresponding adjustment recognised in equity. The only exception is where the share-based payment has vesting outcomes attached to market based
performance conditions such as in the case of the LTIPs. Under these circumstances, the Monte Carlo simulation mode) takes into account these market based
performance conditions which effectively estimate the number of shares expected to vest. No subsequent adjustment is then made to the fair value charge for
shares that do not vest in the event that these performance conditions are not met.

In accordance with the transitional provisions of IFRS - 2 Share-based Payment, the Group has only applied the requirements of the standard to equity settled
share-based payments granted after 7 Novernber 2002,

Intangible assets

i} Goodwill
Goodwill arising on the acquisition of subsidiary companies, which is represented by the excess of fair value of the purchase consideration over the fair value
of the assets acquired, is capitalised and shown as an asset in the balance sheet. It is reviewed for impairment annually. Any impairment is recognised
immediately in the income statement and is not subsequently reversed.

Goodwill arising on acquisitions before the date of transition 1o IFRS has been retained at the previous UK GAAP amount, having been tested for impairment
at 31 December 2003. Goodwill written off to reserves under UK GAAP prior to the introduction of FRS 10 “Goodwill and Intangible Assets”in 1998 has not
been reinstated and is net included in determining any subsequent profit or loss on disposal,

i) Computer software
Costs incurred in acquiring and developing computer software for internal use are capitalised as intangible assets where the software leads to the creation
of an identifiable non-menetary asset and it is probable that the expected future economic benefits that are attributable to the asset will flow to the Group
from its use for a period of over one year. The software is classified as an intangible asset where it is not an integral part of the related hardware and
amortised aver its estimated useful life which is generally 3 to 5 years.

Costs assocdiated with maintaining software are expensed as they are incurred.

Cash and cash equivalents

For the purposes of the cashflow statement, cash and cash equivalents comprise balances with less than three months’ maturity from the date of acquisition,
including cash and non-restricted balances with central banks. This differs from UK GAAP, where only cash and balances available on demand were regarded as
cash,
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Taxation
Income tax payable on taxable profits {‘current tax’) is recognised as an expense in the peried in which the profits arise. Income tax recoverable on tax allowances
is recognised as an asset only to the extent that it is regarded as recoverable by offset against current or future taxable profits.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between tax bases of assets and liabilities and their carrying
amounts in the consolidated financial statements. Deferred tax is determined using tax rates that have been enacted or substantially enacted by the balance
sheet date and are expected to apply when the deferred tax asset is realised or the deferred tax liability is settled.

Deferred and current tax assets and liabilities are only offset when they arise in the same reporting tax group and where there is both a legal right of offset and
the intention to settle on a net basis or to realise the asset and settle the liakility simultanecusly.

Pensions and employee benefits

The Campany operates the Northern Rock Pension Scheme (the “Scheme”) to provide retirement benefits for staff. Staff who joined the Scheme before 1 July
1999 participate in the funded, contracted out, defined benefit section of the scheme unless they opt out. Other staff, including those employed at 1 July 1999
but not members of the defined benefit section of the Scheme at that date, together with staff employed from 1 July 1999, participate in the defined contributicn
section of the scheme unless they opt out. The assets of both sections of the Scheme are held in a trustee-administered fund separate from the assets of Northern
Rock pl¢,

A full actuarial valuation of the Group's defined benefit section of the scheme is undertaken every three years with interim reviews in the intervening years; these
valuations are updated to 31 December each year by qualified independent actuaries. Far the purpose of these annual updates, scheme assets are included at
their fair value and scheme liabilities are measured on an actuarial basis using the projected unit credit method. Liabilities in the defined benefit section of the
scheme are discounted using rates equivalent to the market yields at the balance sheet date on high quality corporate bonds that are denominated in the
currency in which the benefits will be paid, and that have terms to maturity approximating to the terms of the related pension liability. The resulting net surplus
or deficit is included in the Group’s balance sheet. Surpluses are only recognised to the extent that they are recoverable through reduced contributions in the
future or through refunds from the scheme.

The Group’s income statement includes the current service cost of providing pension benefits, the expected return on the scheme’s assets, net of administration
costs, and the interest cost on the scheme’s liabilities. Cumulative actuarial gains and losses arising from experience adjustments and changes in actuarial
assumptions are recognised immediately through the Statement of Recognised Income and Expense.

Past service costs are recognised immediately in the income statement, unless the changes to the Scheme are conditional on the employees remaining in service
for a specified period of time (the vesting period). n this case, the past-service costs are amortised on a straight line basis over the average vesting period.

For defined contribution plans, the Company has no further payment obligations once the contributions have been paid. The contributions are recognised as an
employee benefit expense when they are due. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in the future
payments is available.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and provision for impairment, as appropriate. Additions and subsequent
expenditure are included in the asset’s carrying value or are recognised as a separate asset only when they improve the expected future economic benefits to
be derived from the asset. All other repairs and maintenance are charged to the income statement in the period in which they are incurred.

Depreciation is provided using the straight line method to allocate costs less residual values over estimated useful lives, as follows:

Freehold property 100 years
Leasehold property Unexpired period of the lease
Plant, equipment, fixtures and fittings
- plant 30 years
- furniture 10 years
—other 5 years
Computer equipment
-PCs 3 years
- other 5 years
Motor vehicles 4 years

Assets' residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

Where the cost of freehold land can be identified separately from buildings, the land value is not depreciated. Fixed assets are subject to impairment testing, if
deemed appropriate.

Assets in the course of construction are not depreciated until they have been completed and transferred to the appropriate category of property, plant and
equipment, The costs of financing assets in the course of construction are not included in the costs of the assets.

Leases

Operating lease payments are charged to the income statement on a straight line basis unless a different systematic basis is more appropriate. Where an
operating lease is terminated before the lease period has expired, any payment required to be made to the lessor in compensation is charged to the income
statement in the period in which termination is made.

Share capital
i} Share issue costs
Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds.

i) Dividends on ordinary shares
Dividends on ordinary shares are recognised in equity in the period in which they are approved by the Company’s sharehclders or paid.

iii) Treasury shares
Where any Group company purchases the Company’s equity share capital, the consideration paid is deducted from total shareholders’ equity as treasury
shares until they are cancelled. Where such shares are subsequently sold or reissued, any consideration received is included in shareholders’ equity.

Transition to (FRS
The Group’s financial staterents for the year ending 31 December 2005 are the first annual financial statements that comply with 1FRS.

Northern Rock plc's transition date is 1 January 2004.The Group prepared its opening IFRS balance sheet at that date. The Group's IFRS adoption date is 1 January 2005.

In preparing these financial statements in accordance with IFRS 1,the Group has applied the following optional exemptions and mandatory exceptions from full
retrospective application of IFRS.
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Applicable optional exemptions from fuil retrospective application elected by the Group

i) Business combinations
Northern Rock has applied the business combinations exemption in IFRS 1.1t has not restated business combinations that took place prior to the 1 January
2004 transition date.

i} Fair value as deemed cost
Northern Rock has elected to measure certain items of property, plant and equipment at fair values as at 1 January 2004. The application of this exemption
is detailed in note 44h.

i} Employee benefits
Northern Rock has elected to recognise all cumulative actuarial gains and losses on its final salary pension scheme at 1 January 2004, and to apply the
exemption under [FRS 1 paragraph 20A from providing four years' comparative amaunts in respect of disclosures of the history of experience gains and
losses.

iv) Exemption from restatement of comparatives for 1AS 32 and IAS 39
Northern Rock has elected to apply this exemption, with the exception in regards to the recognition of previously derecognised assets and liabilities of
securitisation vehicles and inactive retail accounts in accordance with IFRS 1 paragraph 27A. 1t has applied previous UK GAAP rules to derivatives, financial
assets and financial liabilities and to hedging relationships for the 2004 comparative information. The adjustments required for differences between UK
GAAP and |AS 32 and IAS 39 are determined and recognised at 1 January 2005. The adjustments are detailed in note 46,

v) Designation of financial instruments
Northern Rock reclassified various securities as available for sale investments. The adjustments relating to IAS 32 and IAS 39 at the opening balance sheet
date of 1 January 2005, the IAS 32/39 transition date, are detailed in note 46.

vi) Share based transactions
Northern Rock has elected to apply the share based payment exemption. It applies IFRS 2 from 1 January 2004 to those share based payment schemes that
were granted after 7 November 2002 but that have not vested by 1 January 2005.

vii} Recognition of financial assets and liabilities

Northern Rock has applied the exemption in IFRS 1 paragraph 27A to financial assets and liabilities of securitisation vehicles and to inactive retail accounts
previously derecognised. All such balances previously derecognised under UK GAAP are recognised on the balance sheet at transition date.

Applicable mandatory exceptions from full retrospective application followed by the Group
i} Hedge accounting

Management has applied the hedge accounting exception from 1 January 2005 only if the hedge relationship meets afl the hedge accounting criteria under
IAS 39. The application of this exception at the opening balance sheet date of 1 January 2005 is detailed in note 46.

Standards, interpretations and amendments to published standards that are not yet effective
Certain new standards, amendments and interpretations to existing standards have been published that are relevant and mandatory for the Group’s accounting
periods beginning on or after 1 January 2006 or later periods but which the Group has not adopted early, as follows:

i) IFRS 7, Financial Instruments: Disclosures, and a complementary amendment to 1AS 1, Presentation of Financial Statements - Capital Disclosures {effective
1 January 2007).

IFRS 7 amends disclosures relating to financial instruments and requires the disclosure of qualitative and quantitative information relating to exposure to risks
arising from financial instruments, including specified disclosures about credit risk, market risk and liquidity risk. It replaces IAS 30, Disctosures in the Financial
Staterents of Banks and Similar Financial Institutions, and disctosure requirements in |AS 32, Financial Instruments: Disclosure and Presentation. The amendment
to IAS 1 introduces disclosures about the level of an entity’s capital, and how it manages it.

Critical accounting estimates

Impairment losses on loans and advances

Individual impairment losses on loans and advances are calculated based on an individual valuation of the underlying asset. Collective impairment losses on
loans and advances are calculated using a statistical model. The key assumptions used in the model are the probability of any account going into default in the
next twelve months, the loss incurred in the event of possession or write off, the roll rates of borrowers moving from lower levels of arrears to serious arrears and
possession or write off, and the time period from the date of the event causing the loss to the date of realisation of the property or write off, The probability of
accounts gaing into default is based on application and behavioural scorecards, which are regularly recalibrated ta take account of current circumstances. These
key assumptions are based on observed data from historical patterns from lending over previous years and are updated regularly based on new data as it
becomes available. in addition, management considers how appropriate past trends and patterns might be in the current economic situation and makes any
adjustmenits that it believes to be necessary to reflect current conditions, The accuracy of the impairment calculation would therefore be affected by unexpected
changes to the economic situation, inaccuracies within the models used compared to actual outcomes and assumptions which differ from actual outcomes. To
the extent that the loss given default differs by +/- 109, the impairment aflowance would be an estimated £12.1m higher or £12.0m lower respectively.

Fair value calculations

Fair value is defined as the value at which assets, liabilities or positions could be closed out or sold in a transaction with a willing and knowledgeable counterparty.
For the majority of instruments carried at fair value, these are determined by reference to quoted market prices. Where these are not available, fair vatue is based
upon cash flow models, which use wherever possible independently sourced market parameters such as interest rate yield curves, currency rates and option
volatilities. Other factors are also considered, such as counterparty credit quality and liquidity. Management must use judgement and estimates where not all
necessary data can be externally sourced or where factors specific to Northern Rock's holdings need to be considered, The accuracy of the fair value calculations
would therefore be affected by unexpected market movements, inaccuracies within the models used compared to actual outcomes and incorrect assumptions.
for example, if management were to use a tightening in the credit spread of 10 basis points, the fair values of liabilities and derivatives would increase from the
reported fair values by £83.8m.

Average life of secured lending

1AS 39 requires interest earned from mortgage lending to be measured under the effective interest method. The effective interest rate is the rate that exactly
discounts estimated future cash receipts or payments through the expected life of the financial instrument or, when appropriate, a shorter period to the net
carrying amount of the financial asset.

Management must therefore use judgement to estimate the expected life of each instrument and hence the expected cash flows relating to it. The accuracy of
the effective interest rate would therefore be affected by unexpected market movements resulting in altered customer behaviour, inaccuracies in the models
used compared to actual outcomes and incorrect assumptions. If the estimated average life of secured loans were increased or reduced by one month, the value
of such loans on the balance sheet would be increased or decreased by £9.7m and £10.4m respectively.
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Pension benefits

The present value of the pensions obligations is dependent upen an actuarial calculation which includes a number of assumptions. These assumptions include
the discount rate, which is used to determine the present value of the estimated future cash outflows that will be required to meet the pension obligation. In
determining the appropriate discount rate to use, the Group considers market yields of high quality corporate bonds denominated in sterling that have terms
to maturity approximating the terms of the pension liability. Were this discount rate to reduce by 0.1% or increase by 0.1% from the current management
estimate, the carrying value of the pension obligations would be an estimated £6.6m higher or £6.6m lower respectively.

Other key assumptions for pensions benefits including mortality tables are based in part upon current market conditions. Additional information is included in note 7.

Interest and similar income

2005 2004

£m £m

On secured advances 3,220.2 2,3034
Cn other lending 337.0 3235
On investment securities and depasits 499.5 3625
4,056.7 2,989.4

The accounting policy under UK GAAP for revenue recognition in 2004 is set out below.

“Interest income is recognised in the profit and loss account on an accruals basis, except for income on loans taken into possession which is taken to income
when it is received.

Fees receivable from customers to reimburse the Group for costs incurred are taken to the profit and loss account when due. Fees receivable relating to ongoing
services are taken 1o income when the related service is performed, and fees in lieu of interest are taken to income on a level yield basis over the life of the loan.”

Included within the above is £3.3m with respect to the unwind of the impairment allowance discount.

. Interest expense and similar charges

2005 2004
£m £m
On retail customer accounts 841.7 689.7
On other deposit accounts 2,398.7 1,714.5
On subordinated liabilities 53.7 85.5
Cn tier one notes 14.0 13.0
On reserve capital instruments 3.7 19.8
3,304.4 25225
Administrative expenses

2005 2004
£m £m
Wages and salaries 1219 1009
Social security costs 10.6 89
Other pension costs 12.0 98
Total staff costs 144.5 119.6
Other administrative expenses 81.6 80.5
226.1 200.1

Other administrative expenses include:
Hire of equipment 5.3 5.5
Property rentals 36 31
Remuneration of auditors: statutory audit 1.7 1.1
further assurance services 0.8 1.0
25 2.1

Remuneration of auditors for audit work for the Company amounted to £1.3m (2004 £0.7m).
Further assurance services comprises services provided in respect of Internationa! Financial Reporting Standards, securitisation transactions and the raising of
wholesale funding. No other consultancy advice was provided.

The average number of persons employed by the Group and Company was as follows:

2005 2004
Full time 4,569 3916
Part time 1,210 1,064




6. Share based payment

Summary of schemes
Northern Rock grants share options to executive officers and employees under the following schemes:

*  Employee Share Option Scheme
*  Employee Sharesave Scheme

Equity instruments other than options have been granted under the following schemes:

*  Share Incentive Plan

*  Long Term Incentive Plan
*  Share Matching Scheme
*  Deferred Share Scheme

Further details of each scheme are given below.

Share Option Schemes

Employee Share Option Scheme

The Employee Share Opticen Scheme is an incentive scheme established in 1998 under which eligible employees may be granted share options. In accordance
with the scheme, options are granted at an exercise price equivalent to market price on the grant date with a vesting period of 3 years. Upon vesting, options
may be exercised up to ten years from the grant date.

An initiaf grant of options was made in 1998, a second grant was made in 2002 and a further grant was made in 2005.

Employee Sharesave Scheme

Qualifying employees may participate in the Employee Sharesave Schemes which are HM Revenue & Customs approved Save As You Earn {"SAYE") option
schemes, Under these schemes, employees may contribute a portion of their monthly salary, up to a specified maximum amount, and at the expiry of a fixed term
have the option to use the savings to acquire shares in Northern Rack plc. The fixed terms cutlined in the schemes for option vesting are three, five and seven
years, Options can be exercised up to six months after vesting. Employees who leave the Company prior to the options fully vesting may be able to exercise their
options, for up to six months, if they meet certain specified criteria. Options are granted to the employees at a discount from the market price. This was 20% for
the first two grants and 10% for subsequent grants. The vesting period for the options is equivalent to the fixed terms in accordance with the schemes’ rules.

Four Sharesave schemes are currently in operation resulting from options offered to employees during 1997, 2000, 2003 and 2005. Employees can save in any
number of the schemes up to an overall specified maximum amount.

The following tables summarise the movement in the number of share options between those outstanding at the beginning and end of the year, together with
changes in the weighted average exercise price over the same pericd. The number of shares authorised for grant under each scheme was equal to the actual
number of shares granted in all years presented,

Options

outstanding Options Options Options Options Options Options
at the granted exercised forfeited expired outstanding exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year

2005
Employee Sharesave {2005) 5cheme - 808,621 (41} (36,381) - 772,199 -
Employee Sharesave (2003} S5cheme 825,588 - (4,578} (33,000) - 788,010 2,212
Employee Sharesave {2000} Scheme 1,345,521 -~ (907,955) (1,247} - 436,319 -
Employee Sharesave (1997} Scheme 30,921 - (30,921} - - - -
Employee Share Option (2005) Scheme - 4,463,000 (13,000} {339,000) - 4,111,000 1,000
Employee Share Option (2002) Scheme 2,985,000 - {2,010,500) {288,000) - 686,500 686,500
Employee Share Option (1998) Scheme 569,770 - {232,404} (25,050) - 312,316 312,316

2004
Employee Sharesave (2003) Scheme 912,660 - (8,182) (78,890) - 825,588 1.3
Employee Sharesave (2000) Scheme 1,394,391 - (27,946) (20,924) - 1,345,521 -
Employee Sharesave (1997) Scheme 36,444 - (3,178) (2,345) - 30921 -
Employee Share Option (2002) Scheme 3,369,000 - (172,000) (212,000 - 2,985,000 1,000
Employee Share Option (1998) Scheme 945,565 - {368,295) (7,500) - 569,770 569,770

Alt options outstanding at 31 December 2005 under the Employee Sharesave (2005) Scheme, the Employee Sharesave (2003} Scheme, the Employee Sharesave
{2000} Scheme, the Employee Sharesave {1997) Scheme, the Employee Share Option (2005) Scheme, the Employee Share Option (2002) Scheme and the
Employee Share Option (1998) Scheme were granted with an exercise price of £7.27, £5.98, £2.15, £3.81, £7.73, £6.41 and £6.18 respectively. The market price of
the Company’s shares at the grant date for each of these schemes was £8.08, £6.40, £3.07, £4.82,£7.73, £6.41 and £6.18 respectively.

Share-based compensation costs relating to these schemes were as follows:

2005 2004

£m £m

Employee Sharesave (2005) Scheme 0.2 -
Employee Sharesave (2003) Scheme 0.4 0.3

Employee Sharesave (2000) Scheme* - -
Employee Sharesave (1997) Scheme* - —
Employee Share Option {2005} Scheme 1.4 -
Employee Share Gption {2002} Scheme* - -
Employee Share Option {1998} Scheme* - -

*In accordance with the transitional provisions, the Group has only applied the requirements of IFRS 2 - Share-based Payment to equity settled share-based
" payments granted after 7 November 2002.
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6. Share based payment {continued)

The fair value of options granted during the year were as follows:

2005 2004
£ £

Employee Sharesave (2005} Scheme
Three year vesting 1.73 -
Five year vesting 237 -
Employee Share Option {2005) Scheme 1.54 -

The fair value of options granted during the year was determined using a Black Scholes valuation model. The significant inputs into the mode| were share prices
at the grant date, exercise prices, and option lives as disclosed above, and volatility and risk free interest rates as follows:

Volatility 2005 2004
% %

Employee Sharesave (2005} Scheme
Three year vesting 254 -
Five year vesting 28.6 -
Employee Share Option {2005) Scheme 25.3-29.1 -

The volatility is based on a statistical analysis of daily share prices over a period equal to the vesting period of each scheme ending on the day before the grant
date for each scheme.

Risk free interest rates 2005 2004
% %

Employee Sharesave (2005) Scheme
Three year vesting 4.8 -
Five year vesting 4.8 -
Employee Share Option (2005) Scheme 4.5-46 -

The weighted average remaining contractual life of options outstanding at 31 December 2005 were as follows.

Employee Sharesave (2005) Scheme 3.9 years
Employee Sharesave (2003} Scheme 1.8 years
Employee Sharesave (2000) Scheme® 1.8 years
Employee Sharesave (1997) Scheme® -
Employee Share Option (2005) Scheme 9.1 years
Employee Share Option (2002) Scheme* 6.5 years
Employee Share Option {1998) Scheme* 24 years

*In accordance with the transitional provisions, the Group has only applied the requirements of IFRS 2 — Share-based Payment to equity settled share-based
payments granted after 7 Novernber 2002.

Other Equity Instruments

Share Incentive Plan/Approved Profit Sharing Schermne

The Share Incentive Plan {"SIP"} was established in 2003 and is available to all employees who have completed a minimum of six months of service. Provided that
the Group meets certain performance criteria annually as outlined in the SIP, eligible employees are granted rights to shares in Northern Rock plc for an amount
not in excess of 5% of their annual salary, subject to a maximum of £3,000, free from any consideration. The rights to shares vest immediately. The Company
subrsequently purchases shares to satisfy the shares vested and transfers them to an independent trustee company. Shares are transferred to the employees by
the trustee company on the fifth anniversary of the grant date. The SIP was introduced following changes to UK legislation regarding employee share
compensation schemes. Prior to this the Company operated an Approved Profit Sharing Scheme {"APSS") for employees. The qualifying conditions for and
operation of APSS were the same as for $IP except that shares were transferred to the employees by the trustee company on the third anniversary of the grant
date rather than the fifth anniversary. Compensation expense relating to these schemes was £1.8m (2004 £1.8m).

Long Term Incentive Plan
Executive Directors and certain other senior executives are granted rights to shares under the Long Term Incentive Plan {"LTIP"). All details relating to this scheme
are included within the Directors’ Remuneration Report on pages 28 and 29.

The following tables summiarise the movement in the number of share options between those outstanding at the beginning and end of the year, together with
changes in weighted average exercise price over the same pericd. The number of shares authorised for grant under each scheme was equal to the actual number
of shares granted in all years presented.

Details of rights ta shares held by Executive Directars are included within the Directors’ Remuneration Report on page 28. Details of all rights held under the
scheme are shown below:

Rights

outstanding Rights Rights Rights Rights Rights Rights
at the granted exercised forfeited expired outstanding  exercisable
beginning during during - during during at the end at the end
of the year the year the year the year the year of the year of the year

2005
LTiP 2005-2007 Scheme - 669,318 - - - 669,318 -
LTIP 2004-2006 Scheme 591,441 - - - - 591,441 -
LTIP 2003-2005 Scheme 636,966 - - - - 636,966 -
LTIP 2002-2004 Scheme 389,040 - {282,836) {106,204} - - -

2004
LTIP 2004-2006 Scheme - 591,441 - - - 591,441 -
LTIP 2003-2005 Scheme 636,966 - - - - 636,966 -
LTIP 2002-2004 Scheme 389,040 - - - - 389,040 -
LTIP 2001-2003 Scheme 377,750 - (377,750} - - - -




6. Share based payment (continued)

The fair value of shares granted during the year was determined using a Monte Carlo simulation model, The significant inputs into the model were share prices
of £7.68, £7.40 and £6.15 at the grant date in 2005, 2004 and 2003 respectively, exercise price of nil, standard deviation of expected share price returns of 25.3%,
29.0% and 33.5% respectively, option life of 3 years, and the annual risk free interest rate of 4.5%, 4.6% and 3.8% respectively, Correlation of the Company’s share
price movement with the comparator companies in the FTSE 100 index or FTSE 350 index as appropriate is calculated by reference to the share price of the
Company compared to the individual FTSE 100 or 350 companies on a daily basis over the three year period ending on the date before the grant date for each
scherne, The volatility is based on a statistical analysis of daily share prices overs the three year period ending on the date before the grant date for each scheme.
Compensation expense relating to this scheme in 2005 was £2.3m (2004 £2.3m).

Share Matching Schemes

The Company operates two Share Matching Schemes which entitle certain employees to use their annual bonus under the short term cash bonus scheme to
purchase shares in Northern Rock plc, The first scheme applies to Executive Directors and other senior executives {Share Matching Scheme 1), The Company
grants the employee one additional share for every share purchased. Rights to these shares vest over 3 years from the grant date. The Company has purchased
or will purchase shares on behalf of the employees for the amounts allocated by them from their annual bonuses together with shares equivalent to the related
tights granted and has transferred them to an independent trustee. The shares will be transferred to the employees at the end of the vesting period.
Compensation expense relating to this scheme in 2005 was £3.1m (2004 £2.4m).

Details of the rights held by Executive Directors are included within the Directors' Remuneration Report on page 26.

The second scheme (Share Matching Scheme 2} was introduced during 2001 and applies to other senior management, Under the scheme, employees are entitled
to use their annual bonus under the short term cash bonus scheme to purchase shares in Northern Rock plc. For every two shares purchased by the employee,
the Company grants the employee the right to one additional share, free from any consideration. Rights to these shares vest over 3 years from the grant date.
The Company has purchased or will purchase shares on behalf of the employees for the amounts allocated by them from their annual bonuses together with
shares equivalent to the related rights granted and has transferred them to an independent trustee. The shares will be transferred to the employees at the end
of the vesting period. Compensation expense relating to this scheme in 2005 was £0.3m (2004 £0.3m).

Details of the rights held by employees in Share Matching Schemes are detailed below:

Rights
outstanding Rights Rights Rights Rights Rights Rights
at the granted exercised forfeited expired outstanding exercisable
beginning during during during during atthe end at the end
of the year the year the year the year the year of the year of the year
2005
Scheme 1 909,888 354,346 (170,852) - - 1,093,382 -
Scheme 2 130,068 55,112 {36,480 {2,191} - 146,509 -
2004
Scheme 1 646,526 393177 (129819 - - 909,588 -
Scheme 2 124,240 51,753 (44,047) (1,878) - 130,068 -
Deferred Share Scheme

Executive Directors or ather executives who receive a bonus under the short term cash bonus scheme may, at the absolute discretion of the Remuneration
Committee, be granted an award of shares under the Deferred Bonus Plan with a pre-tax value equal to the pre-tax value of their bonus under the short term
cash bonus scheme. A participant who is granted an award must normally continue to hold those shares and remain an employee of the Group for a period of
three years from the grant date in order to retain the full number of shares so granted to them, although shares will be released earlier in certain “good leaver®
circumstances. Compensation expense relating to this scheme in 2005 was £2.2m (2004 £1.6m).

Details of the rights held by Executive Directors are included within the Directors’ Remuneration Report on page 27. Details of all rights hetd under the Deferred
Bonus Plan are shown below:

Rights
outstanding Rights Rights Rights Rights Rights Rights
atthe granted exercised forfeited expired outstanding  exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year
2005 632,291 246,430 {117,942) - - 760,779 -
2004 489,801 251,849 (109,359) - - 632,291 -

The table below sets out the total number of rights granted during each year and the fair value at grant date for the following schemes:

2005 2004
Number of Fair value Number of Fair value
rights at grant rights at grant
granted date (£) granted date (£)
Share tncentive Plan 221,283 8.01 236,04 7.66
Long Term Incentive Plan 669,318 3.79 591,441 4,07
Share Matching Scheme 1 354,346 7.73 393,177 7.40
Share Matching Scheme 2 35,112 8.32 51,753 7.25
Deferred Share Scheme 246,430 7.73 251,849 7.40

~l
+

Pension commitments

The Company operates one main employee benefit scheme (“the Scheme®) with both defined benefit and defined contribution sections.

The defined benefit section of the Scheme provides benefits based on final salary for certain employees. The assets of the Scheme are held in a separate trustee-
administered fund. Contributions to the defined benefit section are assessed in accordance with the advice of an independent qualified actuary using the
projected unit method. The defined benefit section was closed to new entrants in July 1999,

The Company's policy for recognising actuarial gains and losses is to recognise them immediately on the batance sheet through the Statement of Recognised
Income and Expense.
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7. Pension commitments (continued)

The overall costs of the Scheme have been recognised in the Company’s accounts in accordance with IA519,

Summary of assumptions

2005 2004 2003

% % %

Price inflation 2.75 2.75 2,65
Rate of increase in salaries 4.50 4.50 4,40
Rate of increase for pensions in payment*® 3.10 310 3.00
Rate of increase for deferred pensions 2.75 275 265
Discount rate 4.75 530 5.40
Expected rate of return on assets 6.30 6.75 6.75

* in excess of any Guaranteed Minimum Pension (GMP} element

The most significant non-financial assumption is the assumed rate of langevity, which is based on the standard tables known as PAS2, projected to 2003, with an
age rating of reinus two years applied for non-pensioners and no rating for pensioners.

The expected return on assets has been derived as the weighted average of the expected returns from each of the main asset classes. The expected return for
each asset class reflects a combination of historical performance analysis, the forward looking views of the financial markets (as suggested by the yields
available), and the views of investment organisations.

Categories of assets

2005 2004 2003
% % %
Equities 50 53 53
Bonds 35 40 42
Property 7 6 4
Cash/other 8 1 1
Total 100 100 100
Funded status
2005 2004 2003
£m Em £fm
Present value of defined benefit obligation {311.0) (251.4) (226.1)
Assets at fair value 256.6 198.9 178.8
Defined benefit liability (54.4) (52.5) (47.3)
Disclosed pension expense for year:
a) Components of defined benefit pension expense 2005 2004
£m £Em
Current service cost 8.9 7.9
Interest cost 13.5 123
Expected return on assets (13.5) (v2.3)
Total pension expense 8.9 79
b) Statement of recognised income and expense (SORIE) 2005 2004
£m fm
Actuarial loss recognised in SORIE {18.5) (2.8)
Cumulative actuarial losses recognised at 1 January (2.8) -
Cumulative actuarial losses recognised at 31 December {21.3} (2.8




7. Pension commitments (continued)

Reconciliation of return on assets for year

2005 2004

£Em fm

Expected return on assets 135 123
Actuarial gain on assets 20.8 42
Actual return on assets 343 16.5

Movements in present value of defined benefit obligation during the year

2005 2004

£m fm

Present value of defined benefit obligation at 1 January 251.4 226.1
Defined benefit service cost 8.9 79
Interest cost 13.5 12.3
Defined benefit employee contributions 1.8 1.7
Actuarial loss 39.4 7.0
Defined benefit actual benefit payments {4.0) (3.6)
Present value of defined benefit obligation at 31 December 3110 2514
Movements in defined benefit fair value of assets during the year 2005 2004
£m fm

Fair value of assets at 1 January 198.9 1788
Actual return on assets 343 16.5
Defined benefit actual company contributions 25.6 5.5
Defined benefit employee contributions 1.8 1.7
Defined benefit actual benefits paid (4.0) (3.6)
Fair value of assets at 31 December 256.6 198.9
Experience gains and losses 2005 2004
£m fm

Defined benefit obligation 311.0 2514
Fair value of assets 256.6 198.9
Deficit 54.4 52.5
Experience loss on defined benefit obligation 39.4 7.0
Experience gain on assets 20.8 4.2
Estimated contributions for year ending 31 December 2006 2006
£m

Estimated employer contributions for 2006 50.8
Estimated employee contributions for 2006 1.8

Estimated total contributions for 2006 52.6

The estimated employer contributions for 2006 of £50.8m inctude £45.0m paid in January 2006.This amount together with £20.0m paid in Dlecember 2005 results
in the payment of £65.0m special contributions having been made by the Company to substantially eliminate the fund deficit as calculated under 1AS 19,

Pension costs for the defined contribution section of the Scheme were:

2005 2004
£Em fm
Total included in staff costs 2.4 1.8
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8. Impairment losses on loans and advances

2005

Group

At 1 January 2005
Adoption of IAS 39

Income Statement:

Increase in allowance during the year
Reclassifications

Adjustment resulting from recoveries

Armounts written off during the year
Discount unwind

At 31 December 2005

Company
At 1 January 2005

At 31 December 2005

2004

Group

At 1 January 2004
Income Statement:

Increase in allowance during the year
Adjustment resulting from recoveries

Transfers

Amounts written off during the year

At 31 December 2004

Company
At 1 January 2004

At 31 December 2004

70

On
advances
secured on On other On
residential secured unsecured
property advances loans Total
fm fm fm £Em
36.3 12.2 784 1269
(1.1} {0.5} (.7} (3.3
35.2 1.7 76.7 1236
17.9 27 456 66.2
110.3} (9.8} 20 -
(0.6} - (9.0} {9.6)
7.0 (7.1) 56.7 56.6
(10.8) (0.4) [(48.0} (59.2)
1.1 05 1.7 33
325 4.7 87.1 124.3
363 12.2 825 131.0
325 4.7 93.2 1304
On
advances
secured on On other On
residential secured unsecured
property advances loans Total
£m £m Em £m
408 13.2 559 109.9
¢4 0B 50.2 51.4
0.9 0.1 (1.9) (2.9}
0.5 0.7 483 48.5
0.2) - 0.2 -
(3.8) a.7) (26.0) (31.5)
363 122 784 1269
40.8 13.2 60.0 114.0
36.3 122 825 131.0




9.

10.

11.

12.

Net hedge ineffectiveness and other unrealised fair value gains and losses

2005 2004

£m £m

Fair value movements of future cashflows excluding interest flows on non-hedging derivatives 1,675.6 -
Translation gains and losses on underlying instruments (1,693.7) -
{18.1) -

Net hedge ineffectiveness excluding interest flows on fair value hedges {38.3) -
Net hedge ineffectiveness and other unrealised fair value gains and losses {56.4) -

The Group enters into certain derivative financial instruments which atthcugh highly effective as economic hedges are not included in hedge accounting
relationships. These derivatives include hedges of certain foreign currency assets and wholesale funding recorded at amortised cost and certain instruments
included within non shareholders funds. They also include forward currency contracts and previously effective hedges which have been de-designated.

The fair value movements of future cashflows excluding interest flows on such derivatives are separately identified within “Net hedge ineffectiveness and other
unrealised fair value gains and losses] together with the translation gains and losses on underlying instruments arising from the revaluation from foreign
currency into sterling. The deemed interest flows on such derivatives are included within interest income or expense, as appropriate.

Net hedge ineffectiveness excluding interest flows on fair value hedges represents the difference between changes in the fair value of future cashflows excluding
interest flows of the hedging derivatives and the changes in the fair value of future cashflows excluding interest flows of the underlying hedged items.

Directors’ emoluments

Full details of the Directors’ remuneration and shareholdings are included in the Directors’ Remuneration Report set out on pages 18 to 31.

Income tax expense
2005 2004
£m m
The income tax expense for the year comprises:
UK corporation tax
Current tax on profits for the year 134.2 1164
Adjustments in respect of prior years (6.2) (2.7)
Total current tax 128.0 113.7
Deferred tax {see note 27} 16.9 12.1
144.9 125.8

The tax on the Group's profit before tax differs from the theoretical amount that would arise using the standard rate of UK corporation tax of 30% (2004 30%) as
follows:

2005 2004

£m £m

Profit before taxation 494.2 4353
Tax calculated at rate of 30% (2004 30%) 148.3 1306
Net non deductible expenses/(non taxable income) for tax purposes 0.8 {2.1)
Current tax — prior year adjustment (6.2) 2.7
Deferred tax - prior year adjustment 2.0 -
Income tax expense 144.9 1258

As detailed in notes 37 and 38, current and deferred income tax have alsc been charged direct to equity. The deferred income tax charged/{(credited) amounts
to £1.8m for the Group (2004 £{2.9m)} and £(3.4m} for the Company (2004 £(2.9m}}. The current income tax credit amounts to £(13.1m) for both the Group and
the Company (2004 £(1.5m)).

Profit attributable to ordinary shareholders

Of the profit attributable to ordinary shareholders, £346.2m {2004 £262.3m) has been dealt with in the accounts of the Company. As permitted by section 230 of
the Companies Act 1985, the Company's income statement has not been presented separately.
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13.

14

15.

16.

Dividends

The following tables analyse dividends when paid and the year to which they relate.

2005 2004

pence pence

per share per share

2003 final dividend - 15.8
2004 interim dividend - 8.5
2004 final dividend 18.0 -
2005 interim dividend 9.4 -
27.4 243

The proposed final dividend in respect of 2005 amounts to 20.7 pence per share (£86.4m). These Annual Results do not reflect this dividend payable.

2005 2004

£m £m

2003 final dividend - 66.2
2004 interim dividend - 35.2
2004 final dividend 74.7 -
2005 interim dividend 39.2 -
Less paid to ESOP trusts (0.1} (0.8)
1138 10056

Earnings per share

Earnings per Ordinary Share of 72.5p (2004 74.9p) have been calculated by dividing the profit attributable to the holders of Ordinary Shares in Northern Rock
plc of £300.7m (2004 £309.5m) by the weighted average number of Ordinary Shares in issue 414.6m {2004 413.0m)

The weighted average number of Ordinary Shares in issue has been determined after excluding the weighted average number of Ordinary Shares held in trust
for employee share schemes of 6.6m {2004 8.2m),

Fully diluted earnings per Ordinary Share of 72.0p (2004 74.3p) have been calculated using the weighted average number of shares in issue together with 3.3m
{2004 3.6m) potentially dilutive shares resulting from aptions granted under employee share schemes.

Cash and balances with central banks
Group and Company
2005 2004
fm £m
Cash in hand 12.0 9.0
Balances with central banks other than mandatory reserve deposits 0.1 1.2
In¢luded in cash and cash equivalents 121 10.2
Mandatory reserve deposits with central banks 571 551
69.2 653

Mandatory reserve deposits with central banks are not available for use in day to day operations.

Derivative financial instruments

All derivative financial instruments are held for economic hedging purposes, although not all derivatives are designated as hedging instruments under the terms
of IAS 39.The analysis below therefore splits derivatives between those in accounting hedge relationships and those in economic hedge relationships but not in
accounting hedge relationships.

Northern Rock did not adopt I1AS 32 and 39 until 1 January 2005.The disclosures relating to 31 December 2004 are those required under FRS 13 under UK GAAR,
the relevant standard at that date.

2005
Group Contract/ Fair values
notional
amount Assets Liabilities
£m £m £m
Derivatives in accounting hedge relationships
Derivatives designated as fair value hedges
Interest rate swaps 37,1598 1345 (210.3)
Cross currency interest rate swaps 47411 2398 {0.7)
41,900.9 3743 {211.0)




16. Derivative financial instruments (continued)

Contract/ Fair values

notional

amount Assets Liabilities
Derivatives in economic hedging relationships but not in accounting hedge relationships £m £m £m
Interest rate derivatives
Interest rate swaps 11,197.1 141.8 (48.4)
Forward rate agreements - - -
Exchange traded futures - - -
Caps, floors and options 90.0 8.5 -
Equity index swaps 197.7 20.0 0.9
Embedded derivatives 181.5 - (30.3)

11,666.3 168.3 (79.6)
Currency derivatives
Cross currency swaps 26,776.6 8555 (551.9)
Forward foreign exchange 4,533.6 51.7 {3.6)

31,3102 907.2 (555.5)
Total derivatives in economic hedging relationships 42,976.5 1,075.5 635.1}
Total recognised derivative assets/(liabilities} 84,877.4 1,449.8 (846.1)
Company
Derivatives in accounting hedge relationships
Derivatives designiated as fair value hedges
Interest rate swaps 36,207.5 104.9 {210.3)
Cross currency interest rate swaps 4,357.0 178.7 (0.5)

40,564.5 2836 (210.8)

Derivatives in economic hedging relationships but not in accounting hedge relationships

Interest rate derivatives

Interest rate swaps 11,1754 141.8 (47.6)
Forward rate agreements - - -
Exchange traded futures - -~ -

Caps, floors and options 90.0 6.5 -
Equity index swaps 197.7 200 {0.9)
Embedded derivatives 181.5 - (30.3)

11,644.6 168.3 (78.8)

Currency derivatives

Cross currency swaps 6,999.1 266.7 {107.8)
Forward foreign exchange 44510 51.3 (3.1

11,4501 3180 {110.9)
Total derivatives in economic hedging relationships 23,0947 486.3 (189.7)
Total recognised derivative assets/(liabilities) 63,659.2 769.9 (400.5)
2004

The infarmation below is based on UK GAAP.The accounting policy used for derivatives under UK GAAP in 2004 is set out below:

“Derivatives comprise, mainly, currency and interest rate swaps, forward rate agreements, foreign exchange forwards and financiat futures and options. All
transactions are undertaken for hedging purposes.

Transactions are initially recarded at cost and are accounted for on an accruals basis in accordance with the item or items being hedged. Consequently, profits
and losses on the hedges are recognised on a similar accounting basis as the profits or losses on the underlying item or items being hedged. They are therefore
recagnised in the financial statements as adjustments to the profit or loss of the item or items being hedged. To the extent necessary to achieve a consistent
timing of income recognition on the item or items being hedged, deferred gains or losses are included in the balance sheet under the headings "accruals and
deferred income” and “prepayments and accrued income” Profits and lasses on early termination of contracts that modify the characteristics of designated items
are deferred and amortised over the remaining lives of the hedged items, Income and expenses on hedges are recognised as adjustments to interest receivable
and interest payable.

When a derivative no longer represents a hedge, because either the underlying asset, liability or position has been extinguished ar derecognised, it is restated
to market value. Any profit or loss is accounted for in interest income or expense. |t s then either redesignated as a hedge of a different asset, liability or position,
is disposed of, or the position is otherwise closed, and accounted for accordingly. Where a derivative is no longer a hedge because it ceases to be effective, it is
restated to market value and any profit or loss arising is deferred and amortised into interest income or expense over the remaining life of the item previously
being hedged.”
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16. Derivative financial instruments {continued)

The table below shows the underlying principal amount and positive and negative fair values of derivatives by type of contract.

Underlying
principal Positive Negative Positive Negative
amount book values book values fair values fair values
£m £m £m £m £m
Interest rate derivatives:
Interest rate swaps
1 year o less 18,886.7 - - 308 75
1 - 5 years 17,651.9 - - 393 959
over § years 26028 - - 93.0 13.2
Equity index swaps
1 year or less 1.0 - - - -
1 -5 years 179.0 - - 49 4.4
Forward rate agreements
1 year or less 353 - - - -
1-5 years 50.0 - - - -
Exchange traded futuras
1 year or less 2113 - - 14
39,6180 - 168.0 1224
Currency derivatives
Cross currency swaps
1 year or less 1,574.3 9.1 11.4 9.1 102.8
1 -5 years 59079 2150 268.2 2424 255.9
OVer 5 years 710.0 210 60.7 20.8 61.2
Forward foreign exchange
1 year or less 2,552.4 1.0 765 188 59.0
10,744.6 2561 5168 2911 4789

The positive fair values in the table relating to 31 December 2004 abave represent the gross replacement cast of the Group's derivatives and hence equate 1o
the maximum gross loss it would incur if any party to the derivatives contract failed to perform to its terms. At 31 December 2004 the potential credit exposure
after allowing for collateral received was £269.1m.

In addition to the derivatives disclosed above relating to 31 December 2004, there are a number of derivatives that have been entered into by the securitisation
special Purpose Entities (see note 19). These consist of interest rate swaps and cross currency swaps all with a term of over 5 years. The underlying principal
amounts at 31 December 2004 were £1,636.1m and £14,810.2m. Positive boak values amounted te £nit and £270.6m and negative book values amounted to £nil
and £1,268.5m. Positive fair values were £42.7m and £275.4m and negative fair values were £0.3m and £1,367.1m.

Gains and losses on hedging derivatives

Gains Losses Net
Em £m £m
Unrecognised gains and losses on hedges
At 1 January 2004 2352 [130.0) 95.2
Arising in previous years recognised in 2004 (63.9) 504 {13.5)
Brought forward gains and losses not recognised in 2004 161.3 (79.6) 81.7
Arising in 2004 not recognised in 2004 B6.7 (49.9) 36.8
At 31 December 2004 248.0 (129.5) 1185
Of which:
qains and losses expected to be recognised in 2005 96.3 (36.7 596

gains and losses expected to be recognised in 2006 or later 151.7 (92.8) 589




16.

17.

18.

19.

Derivative financial instruments (continued)

Realised gains and losses on hedges

At 1 January 2004

Realised gains and losses brought forward
recognised in income in 2004

Brought forward realised gains and losses not
recognised in income in 2004
Realised gains and losses in 2004 not recognised in income in 2004

At 31 December 2004

Of which:
gains and losses expected to be recognised in 2005

Gains Losses Net
£m im £fm
6.1 (14.5) {£.4)
(6.1} 7.7 1.6

(6.8} (6.8)
2.0 {9.6) {7.6
20 (16.4) (14.4)
2.0 (16.4) {14.4)

The above tables show the gains and losses on derivative instruments used for hedging by the Group in 2004 that were, under UK GAAP, off balance sheet. The
gains and losses do not therefore represent absolute gains or losses expected by the Group as they will be substantially offset by comresponding losses or gains

from on balance sheet instruments.

Loans and advances to banks
Group Company

2005 2004 2005 2004
£fm £m £m fm
Fixed rate 4,558.5 3,041.7 4,461.5 2,851.6
Variable rate 5153 632.5 167.2 3157
50738 36742 4,628.7 3,167.3

Loans and advances to customers

Group Company

2005 2004 2005 2004
£m £m £m £m
Advances secured on residential property not subject to securitisation 24,064.5 27,000.7 24,064.2 27,0003
Advances secured on rasidential property subject to securitisation 38,356.3 21,6611 38,356.3 21,6611
Total advances secured on residential property 62,420.8 48,661.8 62,420.5 48,661.4
Commercial secured advances not subject to securitisation 743.5 1,278 743.5 1,278.1
Commercial secured advances subject to securitisation 779.8 2384 779.8 2384
Total other secured advances 1,523.3 1,516.5 1,523.3 1,516.5
Unsecured loans not subject to securitisation 5,788.6 4,581.4 5,788.6 4,581.4
Unsecured investment loans 507.2 9.1 507.2 21
Amounts due from subsidiary undertakings - - 5729 359.2
70,2399 54,768.8 70,8125 55127.6
Fixed rate 49.177.6 34,211.3 49,177.6 34,211.3
Variable rate 21,062.3 20,557.5 21,6349 20,9163
70,239.9 54,768.8 70,812.5 551276

Securitisation

The Group's results include the results and assets and liabilities of securitisation Special Purpose Entities (*SPEs*) on a line by line basis. Under UK GAAP the SPEs
were incorporated into the financial statements using linked presentation. Following the introduction of IFRS and a change in UK companies legislation, these

SPEs are now treated as legal subsidiaries and consolidated on a line by line basis.

Securitised advances are subject to non-recourse finance arrangements. These loans have been purchased at par by the SPEs from Northern Rack plc, and have
been funded through the issue of mortgage-backed bonds. The balances of assets subject to securitisation notes in issue at 31 December 2005 are as follows:
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19. Securitisation {continued)

Gross assets

Date of securitised  Notes in issue
Securitisation company securitisation £fm £m
Residential:
Granite Mortgages 99-1 plc 1 October 1999 76.6 66.5
Granite Mortgages 00-1 plc 1 March 2000 228.1 2131
Granite Martgages 00-2 plc 25 September 2000 4356 3755
Granite Mortgages 01-1 ple 26 March 2001 666.0 641.1
Granite Mortgages 01-2 plc 28 September 2001 7375 713.2
Granite Mortgages 02-1 plc 20 March 2002 1,378.8 1,366.3
Granite Mortgages 02-2 plc 23 September 2002 1,729.6 1,677.6
Granite Mortgages 03-1 plc 27 lanuary 2003 1,992.3 1,981.3
Granite Mortgages 03-2 plc 21 May 2003 1,507.8 1,468.9
Granite Mortgages 03-3 plc 24 September 2003 14174 1,3723
Granite Martgages 04-1 plc 28 January 2004 24313 2,364.8
Granite Mortgages 04-2 plc 26 May 2004 2,6429 2,587.1
Granite Mortgages 04-3 plc 22 September 2004 31633 3naz
Granite Master Issuer pic 26 January 2005 4,007.7 4,000.4
Granite Master Issuer plc 25 May 2005 3,791.9 3,762
Granite Master Issuer plc 31 August 2005 549.3 582.2
Granite Master Issuer plc 21 September 2005 4,050.4 3.891.3

30,806.5 30,176.4

Retained interest in Granite Finance Trustees Limited 9,967.4
Less cash deposits held with Northern Rock plc (2,198.0)
Total residential 38,5759 30.176.4
Commercial:
Dolerite Funding No. 1 plc 24 June 2002 147.0 140.8
Retained interest in Dolerite Mortgages Trustee Limited 583
Dolerite Funding No. 2 plc 18 July 2005 593.5 583.1
Retained interest in Dolerite Mortgages Trustee No. 2 Limited 227.7
Less cash deposits held with Northern Rock ple {57.2)
Total commercial 969.3 7239
Total 36,5452 30,900.3

Gross assets securitised and notes in issue as presented above reconcile to amounts included in the consolidated balance sheet within loans and advances to

customners and debt securities in issue as follows:

Gross assets
securitised  Notes in issue
£m £m
Total as above 39,545.2 30,900.3
Less cash deposits with third parties included within foans and advances to banks (409.1)
Less accrued interest on loan notes included within accruals and deferred income (171.9)
Add Ioan notes issued by Whinstone Limited (see below) 427.5
Total advances subject to securitisation (see note 18) 39,1361
Total securitised notes as per consolidated balance sheet

31,1564

At 31 December 2005 the SPEs had cash deposits with Northern Rock plc amounting to £2,255.2m (31 December 2004 - £1,396.0m).This balance is restricted in
use to the repayment of the debt securities issued by the SPEs and other legal obligations.

QOn 15 November 2005, Northern Rock entered into a financial guarantee contract with Whinstene Limited, a special purpose entity, in respect of £423.0m of the
first loss reserve funds held by the Granite securitisation entities repayable to Northem Rock only after repayment of all other liabilities. Whinstone Limited
simultaneously issued credit linked notes to the value of £423.0m which are included within debt securities in issue at year end exchange rates where issued in
currencies other than sterling.

In addition to the transactions above, Northern Rock assigned a portfolio of unsecured loans valued at £749.7m to Flint Receivables Trustees Limited on 8
December 2003. Flint Consumer Loans Mo. 1 Limited purchased an interest amounting to £595.0m in the trust on the same date, funded by the issue of asset
backed notes. The noteholders have a proportionate interest in each balance in the portfolio, and at 31 December 2005 this interest amounted to £595.0m (2004
£595.0m). The funding giving rise to the noteholders’ interest is included within debt securities in issue, Northern Rock retains substantially all the risks and
rewards associated with these loans and therefore these transactions do not qualify for derecognition under JAS 39,



20. Covered bonds

Included within loans and advances to customers not subject to securitisation are £4,686.1m (2004 £1,977.6m) of mortgage advances assigned to a bankruptcy
remote special purpose vehicle. These loans provide security 1o issues of covered bonds made by Northern Rock, which are included within debt securities in
issue amounting to £3,830.4m (2004 £1,339.0m). Northern Rock retains substantially all the risks and rewards associated with these loans and therefore these
transactions do not qualify for derecognition under IAS 39.

21. Available for sale securities

Group Company
2005 2004 2005 2004
£m £m £m £m
Debt securities at fair value
Listed 4,576.0 - 4,298.3 -
Unlisted 801.1 - 801.1 -
5,377 - 5,099.4 -
Fixed rate 2,346.8 - 2,238.1 -
Variable rate 3,030.3 - 2,861.3 -
53771 - 5,099.4 -
The movement in available for sale securities was as follows:
Group Company
£m tm
At 1 January 2005 - -
Reclassification of financial instrurnents on introduction of IAS 39 4,966.1 4,678.8
Additions 11,1563 11,048.6
Disposals {(sales and redemptions} (10,786.9) (10,645.6)
Exchange differences 78 279
Net gains on changes in fair value 133 (10.3)
At 31 December 2005 53771 5,099.4

Gains of £23.5m previously recognised in reserves have been transferred to the Group income statement on derecognition of available for sale securities.

22. Debt securities (under UK GAAP)

The information below is based on UK GAAP. The accounting policy used for debt securities, and for equity shares and other variable yield securities (see note
23) under UK GAAP in 2004 is set out below:

“Debt securities and equity shares (“securities”) are held with the intention of use on a continuing basis and are stated at cost, adjusted w exclude accrued
interest at the date of purchase, less provision for any permanent diminution in value. A similar adjustment for accrued interest is made on realisation. Where the
adjusted purchase price differs from the nominal value, the premium or discount is amortised or released on an effective yield basis over the period to maturity.

Securities sold subject to repurchase agreements are retained on the balance sheet where the Group retains the risks and rewards of ownership. Funds received
under such agreements are included within deposits by banks or customer accounts. Securities purchased under a commitment to resell are treated as
collaterabised tending transactions where the Group does not acquire the risks and rewards of ownership, and the purchase price is included within either loans
and advances to banks or loans and advances to customers. The difference between sale and repurchase prices for such transactions is reflected in the profit and
loss account aver the lives of the transactions, within interest receivable or interest payable as appropriate.”

Group Company
2004 Book value Market value Book value Market value
Em £m £m £m
Investment securities
Issued by public bodies:
Government securities 1,289.0 13124 1,221.8 1,2434
Issued by other issuers:
Bank and building society certificates of deposit 456.2 456.2 436.2 436.2
Other debt securities 2,997.0 3,014.0 29206 2,937.5
4,742.2 4,782.6 4,578.6 4,617.1
Listed 4,261.0 4,301.5 41174 4,156.0
Unlisted 481.2 481.1 461.2 461.1
4,742.2 4,782.6 4,578.6 4,617.1
Due within one year 7619 419
Due one year and over 3,980.3 3,836.7
4,742.2 4,578.6
Unamaortised premiums and discounts 42.7 379

All debt securities were held with the intention of use on a continuing basis in the Group's activities and were classified as financial fixed assets at amortised cost.
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23. Equity shares and other variable yield securities (under UK GAAP)

24.

2004

Investment securities
Listed
Unlisted

Group Company
Book value Market value Book value Market value
fm £m £m fm
5394 5549 ang 433.1
36.2 36.2 36.2 36.2
575.6 5911 458.1 469.3

Al equity shares and other variable yield securities were held with the intention of use on a continuing basis in the Group's activities and were classified as

financial fixed assets at amortised cost.

Shares in group undertakings

Cost:
At 1 January 2005
Distribution from subsidiary

At 31 December 2005

Impairments:
At 1 January 2005 and 31 December 2005

Net book amount:
At 31 December 2005

At 31 December 2004

The Company’s interests in subsidiary undertakings are analysed as follows:

Credit institutions
Other

Company
Em

1248
(2.0)

122.8

——

43

1185

120.5

2005 2004
£m fm

50.0 50.0
68.5 705

118.5 120.5

The principal subsidiaries of Northern Rock plc at 31 December 2005 are listed below, all of which operate in their country of incerporation or registration.

The following subsidiaries are directly held and wholly owned by the Company:

Northern Rock Mortgage Indemnity Company Limited

Northern Rock {Guernsey) Limited

Nature of business

Pravision of mortgage indemnity insurance

Retail deposit taker

Country of incorporation
Guernsey
Guernsey

The following companies are SPEs established in connection with the Group's securitisation programme {see note 19). Although the Company has no direct or
indirect ownership interest in these companies, they are regarded as legal subsidiaries under UK companies legislation.

Granite Mortgages 99-1 plc
Granite Mortgages 00-1 plc

Granite Mortgages 00-2 pkc

Granite Mortgages 01-1 plc

Granite Mortgages 01-2 plc
Granite Mortgages 02-1 plc

Granite Mortgages 02-2 plc

Granite Mortgages 03-1 plc

Granite Mortgages 03-2 plc
Granite Mortgages 03-3 ple
Granite Mortgages 04-1 plc
Granite Mortgages 04-2 plc

Granite Mortgages 04-3 plc

Granite Master Issuer pl¢

Dolerite Funding No.1 pic

Dolerite Funding No.2 ple

Granite Finance Trustees Limited
Granite Finance Funding Limited
Granite Finance Funding No.2 Limited
Dolerite Mortgages Trustee Limited
Dolerite Mortgages Trustee No. 2 Limited
Whinstone Limited

Nature of business
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes

Holding of interests in securitisations

Holding company
Holding company

Holding of interests in securitisations
Holding of interests in securitisations
Issue of credit linked notes

Country of incorporation
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
Engtand & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales

Jersey
Jersey
England & Wales
Jersey
Jersey
Jersey




24. Shares in group undertakings (continued)

The Directors consider that to give full particulars of all subsidiary undertakings would lead to a statement of excessive length. A full list of subsidiary
undertakings at 31 December 2005 will be annexed to the Company's next Annual Return to be fited at Companies House.

25. Intangible assets

Group Goodwill Software Total
£m fm £fm

2005

Cost

At 1 January 2005 358 753 1111

Additions - 218 21.8

At 31 December 2005 358 97.1 1325

impairment and amortisation

At 1 January 2005 5.1 329 380
Charged in year - 16.7 16.7
At 31 December 2005 5.1 49.6 54.7

Net book amount;

At 31 December 2005 30.7 475 78.2
Goodwill Software Total
£m fm fm
2004
Cost
At 1 January 2004 358 53.2 89.0
Additions - 221 22
At 31 December 2004 358 753 1111

Amortisation and impairment

At 1 January 2004 5.1 228 279
Charged in year - 10.1 10.1
At 31 December 2004 51 3259 38.0

MNet book amount:

At 31 December 2004 30.7 424 731

Company Goodwill Software Total
£m £m fm

2005

Cost

At 1 January 2005 - 753 753

Additions - 218 218

At 31 December 2005 - 97.1 97.1

Impairment and amortisation

At 1 January 2005 - 329 32.9
Charged in year - 16.7 16.7
At 31 December 2005 - 49.6 496

Net book amount:
At 31 December 2005 - 475 475
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25,

26.

Intangible assets (continued)

Goodwill Software Total
2004 £m im fm
Cost
At 1 January 2004 - 53.2 532
Additions - 221 22.1
At 31 December 2004 - 753 753
Amortisation and impairment
At 1 lanuary 2004 - 228 228
Charged in year - 101 121
At 31 December 2004 - 329 329
Net book amount:
At 31 December 2004 - 424 424
Property, plant and equipment
Plant,
Land and buildings equipment,
fixtures, Assets in the
Long Short fittings and course of
Group Freehold leasehold leasehold vehiclaes construction Total
2005 £m £m £m fm fm £m
Cost
At 1 January 2005 775 19.9 50 105.9 231 231.4
Additions 0.2 - 23 17.7 6.9 27.1
Transfers 7.7 - - 17.9 {25.6) -
Disposals {3.8) - {0.4) (1.0} - {(5.2)
At 31 December 2005 81.6 19.9 6.9 1405 44 2533
Depreciation
At 1 January 2005 6.0 13 34 50.2 - 60.9
Charged in year 03 03 0.2 125 - 133
Adjustment arising on disposals (0.4} - 0.3 (0.8) - {1.5)
At 31 December 2005 59 1.6 3.3 619 - 727
Net book amount;
At 31 Decemnber 2005 75.7 183 36 786 4.4 180.6
Plant,
Land and buildings equipment,
fixtures, Assets in the
Long Short fittings and course of
Freehoid leasehold leasehold vehicles construction Total
2004 fm £m tm £fm £m £Em
Cost
At 1 January 2004 784 120 5.5 97.2 5.7 198.8
Additions 30 7.3 Q.1 9.6 183 38.3
Transfers 03 06 0.6) 06 [GR:) -
Disposals 4.2) - - (1.5) - (5.7
At 31 December 2004 775 19.9 5.0 1059 231 2314
Depreciation
At 1 January 2004 6.6 09 3.6 35.1 - 46.2
Charged in year - 0.4 - 16.2 - 16.6
Adjustment arising on disposals (0.6) - 0.2 nn - {1.9)
At 31 December 2004 6.0 13 34 50.2 - 60.9
Net book amount:
At 31 December 2004 715 18.6 1.6 55.7 231 170.5




26. Property, plant and equipment (continued)
Land and buildings Plant,
equipment, Assets in the
Long Short  fixtures, fittings course of
Company Freehold teasehold leasehold and vehicles construction Total
2005 im £fm &m fm fm £m
Cost
At 1 January 2005 39.2 501 5.0 82.2 21.2 197.7
Additions 0.4 - 23 18.7 8.8 30.2
Transfers 1.3 106 - 20.2 {25.6) 16.5
Disposals {38 - {0.4) {1.0) - {5.2)
At 31 December 2005 47.1 60.7 69 1201 4.4 2392
Depreciation
At 1 January 2005 5.2 1.7 34 471 - 57.4
Charged in year - 09 0.2 11.5 - 126
Transfers 03 1.0 - 1.2 - 25
Adjustrnent arising on disposals {0.5) - (0.3) 0.8) - [1.6)
At 31 December 2005 5.0 36 33 59.0 - 709
Net book amount:
At 31 December 2005 421 571 36 61.1 4.4 168.3
Land and buildings Plant,
equipment, Assets in the
Leng Short fixtures, fittings course of
Freehold leasehold leasehold and vehicles construction Total
2004 fm fm im im fm £m
Cost
At 1 January 2004 40.1 46.4 5.5 735 39 169.4
Additions 27 31 a1 10.2 179 34.0
Transfers 0.6 06 06) - {0.6) -
Disposals {4.2) - - {1.5) - (5.7)
At 31 December 2004 39.2 501 50 82.2 21.2 197.7
Depreciation
At 1 January 2004 6.0 08 3.6 333 - 43.7 1
Charged in year ©0.2) 09 - 14.9 - 156
Adjustment arising on disposals {0.6) - 0.2) {1.1) - (1.9
At 31 December 2004 52 1.7 34 47.1 - 57.4
Net bock amount:
At 31 December 2004 34.0 484 16 35.1 21.2 140.3
27. Deferred income tax asset
The full movement in deferred income tax recoverable was as follows:
Group Company
2005 2004 2005 2004
£m £m £m im
At 31 December 2004/2003 141 233 65.2 58.9
Adoption of IAS 32 and 1AS 39 62.1 - 57.7 -
At 1 January 76.2 233 1229 58.9
Income statement {charge}/credit [16.9} nzm (33.3) 34
Deferred tax impact charged direct to reserves of
- net gains from changes in fair value of available for sale securities (6.0} - - -
- net profits on disposal of available for sale securities transferred to net income 0.8 - - -
- actuarial losses charged to statement of recognised income and expense 5.6 08 5.6 08
- share based payments (2.2) 21 (2.2) 2.1
At 31 December 57.5 141 93.0 652

81




27, Deferred income tax asset (continued}

28.

29.

82

Deferred income tax assets and liabilities are attributable to the following items:

Deferred income tax assets

Pensions and other employee benefits
Provision for loan impairment
Derivatives and financial instruments
QOther temporary differences

Deferred income tax liabilities

Excess of capital allowances over depreciation
Available-for-sale securities

Derivatives and financial instruments
Cashflow hedge

QOther temporary differences

Net deferred income tax asset

The deferred tax charge in the income statement comprises the following temporary differences:

Pensions and other employee benefits
Provision for loan impairment

Derivatives and financial instruments

Excess of capital allowances over depreciation
Other temporary differences

Group Company

2005 2004 2005 2004
£m £fm £m fm
30.0 269 30.0 269
24.3 257 24.3 25.7
86.4 - 76.4 -
18.6 220 18.6 22.8
159.3 746 149.3 754
9.0 9.3 8.9 8.9
9.7 - 9.7 -
24.3 - 24.3 -
3.8 - 3.8 -
55.0 51.2 9.6 13
101.8 60.5 56.3 10.2
57.5 141 93.0 65.2
2005 2004

£m £m

0.1 -
0.5 3.7

16.4 -

(0.3) a5

0.2 15.3

169 121

Deferred income tax habilities have not been established for tax that would be payable on the unremitted earnings of the Group’s overseas subsidiaries.

Unremitted earnings at 31 December 2005 totalled £34.5m {2004 £24.9m).

Deposits by banks
Group Company
2005 2004 2005 2004
£m £m £m fm
Amounts due to subsidiaries - - 2,004.2 1,866.0
QOther deposits 1,536.8 1,201.6 1,536.8 1,201.6
1,536.8 1,201.6 3.541.0 3,067.6
Customer accounts
Group Company
2005 2004 2005 2004
£m im £m £m
Retail funds and deposits 20,104.4 17,290.2 18,163.1 15,4191
Amounts due to subsidiaries - - 31,467.2 22,4190
Other custamer accounts 3,568.2 3,103.5 3,568.2 3,103.5
23,672.6 20,393.7 53,198.5 40,941.6




30. Other debt securities in issue

Group Company
2005 2004 2005 2004
£im £m £m im
Bonds and medium term notes 9,134.5 8,209.2 9,134.5 8,209.2
Other debt securities in issue 8,013.3 7.2261 8,013.3 7,.226.1
17,147.8 15,4353 17,1478 15,435.3
31. Accruals and deferred income
Group Company
2005 2004 2005 2004
£m £fm £m £m
Accrued interest 666.0 627.0 507.2 499.2
Accruals on derivatives - 15.3 - 15.3
Deferred income 2.4 13.7 1.9 10.6
Other accruals 37.9 235 36.2 19.8
706.3 679.5 545.3 5449
32, Subordinated liabilities
Group and Company
2005 2004
£m fm
Dated

5.625% Subordinated bonds due 2015 301.5 300.0
11.734% Subcrdinated loan 2016 28.2 200
5.75% Subordinated bonds due 2017 256.1 250.0
10%% Subordinated bonds due 2018 50.7 50.0
934% Subordinated bonds due 2021 148.8 1493

Undated
12 %% Perpetual subordinated notes - 19.8
8% Undated subordinated notes - 61.5
6.75% Fixed rate step-up undated subordinated notes - 20600
Floating rate undated subordinated notes - 690
5.6% Undated subordinated notes - 396.1
785.3 1,515.7

The 5.625% subordinated bonds due 2015 are not redeemable in the ordinary course of business before 13 January 2010
The 11.734% subordinated toan 2016 is repayable in five equal annual instalments from 2012 to 2016.

The 5.75% subordinated bonds due 2017 are not redeemable in the ordinary course of business before 28 February 2012
The 10 3/8% subordinated bonds due 2018 are not redeemable in the ordinary course of business before 25 March 2018.
The 9 3/8% subordinated bonds due 2021 are not redeemable in the ordinary course of business before 17 October 2021.

The 12 5/8% perpetual subordinated notes were created on the transfer of business from Northern Rock Building Society and were issued to holders of
Permanent Interest Bearing Shares of the Society.

The 8% undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped inte stering. The notes became
redeemable on 15 June 2004 and may be subsequently redeemed in the ordinary course of business on coupon dates which fali on 15 March, 15 June, 15
September and 15 December.

The 6.75% fixed rate step-up undated subordinated notes are not redeemable in the ordinary course of business before 17 June 2024.

The floating rate undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped into sterling. They are not
redeemable in the ordinary course of business before 23 February 2011. Interest is payable at 1% above 3 month USS$ LIBOR.

The 5.6% undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped into sterling. The notes are not
redeemable in the ordinary course of business before 30 April 2014,

All subordinated liabilities, other than the 8% undated subordinated notes, the floating rate undated subordinated notes and the 5.6% undated subordinated
notes, are denominated in sterling. All are ranked equally between and within issues.

Redemptions of any dated subordinated notes prior to their final maturity date and any undated subordinated notes are subject to obtaining prior consent of
the Financial Services Authority.

The rights of repayment of holders of subordinated liabilities are subordinated to the claims of other creditors.

In accordance with the requirements of 1AS 32, undated subordinated liabilities have been reclassified as non shareholders’ equity with effect from 1 January
2005 (see note 35).




84

33.

34,

3s5.

36.

Tier one notes

The tier one notes wete issued for a value of £200m on 21 August 2002 and are undated. They carry a coupon of 7.053% payable annually in arrears on
21 September each year. At each payment date Northern Rock will decide whether to declare or defer the coupon. If Northern Rock decides to defer the coupon,
this can then only be satisfied upon the date on which the issue is redeemed. No interest will accrue on any deferred coupon. If Northern Rock defers the coupon,
it may not pay a dividend on any share or pay any coupon on the reserve capital instruments, nor redeem or repurchase any of its share capital or reserve capital
instruments until it next makes a coupon payment for the tier ane notes. Deferred coupons can only be satisfied through the issue of Ordinary Shares.

Narthern Rock has a call option after 25 years, which it can only exercise with the consent of the Financial Services Authority. If the issue is not called, the coupon
resets to yield 1.835% above 6-month LIBOR.

The full amount of tier one notes is permitted for inclusion within Tier 1 for regulatory capital purposes.

Reserve capital instruments

The reserve capital instruments were issued for a value of £200m on 21 September 2000 and are undated, A further £100m was issued in May 2001.They carry a
coupon of 8399% payable annually in arrears on 21 September each year. At each payment date Northern Rock will decide whether to declare or defer the
coupon. If Northern Rock decides to declare the coupon, the holder will receive a cash payment equivalent to the coupon which, at Northern Rock’s aption, will
be achieved either by the payment of cash directly, or by the issue of Ordinary Shares in Northern Rock which, when sold by a trustee in the market, will produce
an amount equal to the cash payment. If Northern Rock elects to defer the ¢oupon, it may hot declare or pay a dividend on any share until the deferred coupons
are satisfied. Deferred coupons and any interest accruing thereon can only be satisfied through the issue of Ordinary Shares.

Northern Rock has a call option after 15 years, which it can only exercise with the consent of the Financial Services Authority. If the issue is not called, the coupon
resets to yield 4.725% above the prevailing 5-year benchmark Gilt rate.

The maximum amount of reserve capital instruments permitted to be included in Tier 1 for regulatory capital purposes is 15% of overall Tier 1 capital, as defined
by the Financial Services Authority. Any excess is allocated to Upper Tier 2 capital.

In accordance with the requirements of IAS 32, reserve capital instruments have been reclassified as non shareholders’ equity with effect from 1 January 2005.
Since this date coupons on these notes are treated as appropriations. Prior to this date coupons were treated as interest payable.

Subordinated notes

Group and Company

2005 2004

£m £m

12%/% Perpetual subordinated notes 1.8 -
8% Undated subordinated notes 62.1 -
6.75% Fixed rate step-up undated subordinated notes 195.4 -
Floating rate undated subordinated notes 66.0 -
5.6% Undated subordinated notes 193.2 -
736.5 -

In accordance with the requirements of 1AS 32, undated subordinated liabilities have been reclassified as non shareholders’ equity with effect from 1 January
2005, as there is no contractual cbligation to pay the interest coupon. Details of all issues remain unchanged from those disclosed in note 32. Coupons on these
notes are treated as appropriations.

All subordinated notes, other than the 8% undated subordinated notes, the floating rate undated subordinated notes and the 5.6% undated subordinated notes
are denominated in sterling. All are ranked equally between and within issues and equally with the subordinated liabilities.

Redemptions of any subordinated notes are subject to obtaining prior consent of the Financial Services Authority.

The rights of repayment of holders of subordinated notes are subordinated to the claims of other creditors.

Called up share capital

Ordinary Foundation Ordinary Foundation

Shares of Shares of Shares of Shares of

25p each 25p each Total 25p each 25p each Total

Number Number Number £m £fm £m
Authorised;
At 31 Decemnber 2005 and 31 December 2004 614.0m 104.5m 718.5m 1535 26,1 179.6
Issued and fully paid:
At 31 December 2005 and 31 December 2004 421.2m 74.4m 495.6m 105.3 18.6 123.9

The Foundation Shares are held by The Northern Rock Foundation, These shares carry no rights to dividends but rank pari passu with the Ordinary Shares in
respect of other distributions and in the event of a winding up. Because they carry no rights to dividends, they have been omitted in the calculation of earnings
per share (see note 14). These shares do not confer any rights in relation to attendance or vating at any general meeting of the Company.




37. Reserves
Share premium account and capital redemption reserve
Group and Company
Share Capital
premium redemption
account reserve
At 1 January 2005 and 31 December 2005 6.8 73
Other reserves
Group Company
2005 2004 2005 2004
£m £m £m fm
Revaluation reserve - available for sale investments 26.0 - 7.9 -
Hedging reserve - cash flow hedges - - - -
Cumulative actuarial gains and losses (14.9) (2.0 (14.9) {2.0)
114 (2.0 (2.0) {2.0)
Movements in reserves are as follows:
Revaluation reserve - available for sale investments Group Company
£fm £m
Balance at 31 December 2004 - -
Adoption of IAS 39 27.0 226
Balance at 1 January 2005 27.0 226
Net gains/(losses) from changes in fair value 213 (1.0
Net profits on disposal transferred to net income (23.5) (20.1)
Current income taxes 6.4 6.4
Deferred income taxes (5.2) -
- Balance at 31 December 2005 260 79
Hedging reserve - cash flow hedges
Group Company
£fm £fm
Balance at 31 December 2004 -
Adoption of IAS 39 8.3 8.8
Balance at 1 January 2005 88 8.8
Net losses from changes in fair value {12.5) {12.5}
Current income taxes 37 37
Balance at 31 December 2005 - -
Cumulative actuarial gains and losses
Group Company
£m £m
Balance at 31 December 2004 (2.0 (2.0
Amounts charged to statement of recognised income and expense (see note 7) (18.5) (18.5)
Deferred income taxes 56 5.6
Balance at 31 December 2005 (14.9) (14.9)
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38.

39,

Retained earnings

Balance at 31 December 2004
Adoption of IAS 32 and |1AS 39

Balance at 1 January 2005
Profit for the year
Dividends paid (see note 13)

Adjustment in respect of own shares

Balance at 31 December 2005

The amounts deducted from the retained earnings in respect of own shares, which are held at cost, are as follows:

Own shares in relation to employee share schemes

Movements in the amount deducted from retained earnings in respect of own shares are as follows:

At 1 January
Purchases of shares
Use of shares on exercise of employee options and for other employee share plans

The credit to retained earnings is as follows:

Value of employee services

Cash received on exercise of employee options and for other employee share plans
Deferred income tax impact of share based payments

Current income tax impact of share based payments

Purchase of shares

Financial risk management

Group Company
£m fm
1,401.6 1,240.7
(179.7) (176.5)
1,2219 1,064.2
3007 346.2
(113.8 {113.9)
17.7 17.7
1,426.5 1,314.2
Group and Company
2005 2004
£m £fm
42.5 55.3
2005 2004
£m fm
55.3 58.2
10.2 6.0
(23.0) (8.9)
42.5 553
2005 2004
£m £fm
10.8 7.9
16.3 34
(2.2} 21
3.0 15
{10.2} 6.0
17.7 89

Strategy in using financial instruments

The Board has authorised the use of derivative instruments for the purpose of supporting the strategic and operational business activities of the Group and
reducing the risk of loss arising from changes in interest rates and exchange rates. All use of derivative instruments within the Group is to hedge risk exposure,

and the Group takes no trading positions in derivatives.

The objective, when using any derivative instrument, is to ensure that the risk to reward profile of any transaction is optimised. The intention is to only use
derivatives to create economically effective hedges. However, because of the specific requirements of 1AS 39 to obtain hedge accounting, not all economic
hedges are designated as accounting hedages, either because natural accounting offsets are expected or because obtaining hedge accounting would be

especially onerous.
a) Fair value hedges

The Group designates a number of derivatives as fair values hedges. In particular the Group has three approaches establishing relationships for:

i'  Hedging the interest rate and foreign currency exchange rate risk of non-prepayable. foreign currency denominated fixed rate assets o liabilities on a

cne-for-one basis with fixed/floating or floating/fixed cross currency interest rate swaps.

i) Hedging of interest rate risk of a single currency portfolic of sterling, US Dollar and Euro non-prepayable fixed rate assets/liabilities on a one-for-one

basis with vanilla fixed/floating or floating/fixed interest rate swaps.

iii} Hedging the interest rate risk of a portfolio of prepayabte fixed rate assets with interest rate derivatives. This solution is used to establish a macro fair
value hedge for derivatives hedging fixed rate mortgages. The Group believes this solution is the most appropriate as it is consistent with its policy for

hedging fixed rate mortgages on an economic basis.
The total fair value of derivatives included within fair value hedges at 31 December 2005 was £163.3m.
b) Cash flow hedges
At present the Group does not designate any derivatives as cash flow hedges.
¢} Netinvestment hedges
At present the Group does not designate any derivatives as net investment hedges.




39, Financial risk management (continued)

Risk management

Risk management is a fundamenta! part of Northern Rock’s strategy, which focuses on profitable growth with a low risk profile. The Group’s risk management
strategy is to manage risk exposures through comprehensive and integrated risk management processes within each section of the business as part of a
framework of delegated responsibility and structured reporting. The Board of Directors has full responsibility for approving and reviewing the main risks
undertaken by the Group.

In order to manage and control its risks, the Group has implemented a comprehensive set of policies and procedures. It has put in place appropriate systems to
identify risk, and then to assess, measure, monitor and report those risks. A series of policies and procedures exist to define the Group’s levels of risk tolerance,
containing risk limits and lines of authority and responsibility. These form the basis for risk management structures throughout the business with clear terms of
reference. Furthermore, the Group has established strong systems of internal control that comply fully with the requirements of the Financial Services and
Markets Act 2000, the Financial Services Authority and the London Stock Exchange.

In accordance with the policies and procedures, the Board of Directors has established a Risk Committee consisting of four Non-Executive Directors and the
Executive Directors. The Risk Committee is responsible for the supervision of the Group's risk management processes. It has delegated responsibility for the daily
management and review of balance sheet risk profile and review of operational risk to Management Board ALCO, consisting of executive management from all
the main business functions.

Operational risk
Operational risk is the risk of business opportunities foregone, reputational damage or financial losses, resulting from inadequacies or failures in internal
processes, people or systems, or from external events.

Management Board directors and senior line managers are primarily responsible for ensuring effective operational risk management exists within their areas -
in particular, the setting of tolerances, monitoring and reporting of operational risks. Where appropriate, Northern Rock establishes suitable cost-effective
processes to mitigate or transfer operational risk exposures,

Qperational risks are controlled and managed on a decentralised basis, with responsibility and authority to mitigate these risks delegated to the relevant line
management. Northern Rock’s support functions provide corporate policies, processes and reporting mechanisms as appropriate to the “front line” functions for
the range of operational risks faced.

Credit risk
Credit risk is the exposure to loss if another party fails to meet its financial obligations to the Company, including failing to perform them in a timely manner. It
arises from both on and off balance sheet items.

Within the Group Treasury function, the overall policy is to minimise credit risk through the use of operational cradit limits, credit authorisation and credit control
and review. Credit limits authorised by Executive Management are established for specified counterparties. These limits are based on a number of factors
including external and internal ratings and capital of Northern Rock plc. Group limits have been incorporated to ensure that Northern Rock ple does not exceed
its exposure to either a single counterparty or group of closely-related counterparties. Country limits have been incorporated to ensure that Northern Rock plc
does not exceed its exposure in a geographical region. Master netting agreements are in place with all derivative counterparties, In addition most of the
exposures created by derivatives are mitigated through the use of collateral agreements negotiated with derivative counterparties. Other techniques (including
margining, credit breaks, compounding, terminatien and credit derivatives) are used pericdically to mitigate the credit risk associated with particular transactions
or group of transactions,

Retail credit risk is controlled and monitored through the use of operational limits, credit authorisation procedures, credit risk scorecards, credit control and
review processes, to achieve a planned credit risk profile {relative to the associated economic rewards).

Credit score systems are used as the primary basis for evaluating the risk reward profile of the retail credit risk stance as they are able to differentiate the risk of
secured and unsecured loans, both at individual transaction and portfolio levels. Behavioural scoring is used to monitor the performance of the residential
secured and unsecured loan books.

The Credit director monitors credit risk limits on the residential secured and unsecured lending books. The Credit Risk Monitaring Group monitors exposures on
these books.

Maximum credit risk exposure at 31 December 2005 approximates to the carrying value for ali assets apart from loans and advances to customers, where the
carrying value includes an adjustment in respect of hedged interest rate risk. The credit risk exposure in respect of these loans is therefore £163.9m lower than
the carrying value. Cash collateral held against credit risk at 31 December 2005 amounted to £274.4m.

Interest rate risk

The Group offers numerous banking, mortgage and savings products with varying interest rate features and maturities which create potential interest rate risk
exposures. Interest rate risk arises as a result of timing differences on the re-pricing of assets and liabilities, unexpected changes in the slope and shape of yield
curves and changes in correlation of interest rates between different financial instruments {often referred to as basis risk).In addition to interest rate risk positions
managed within controlled risk limits within the Group, structural interest rate risk arises in the Group's consolidated balance sheet as a result of fixed rate,
variable rate and non interest bearing assets and [iabilities. The Group closely monitors interest rate movements, the interest rate and re-pricing maturity
structure of its interest bearing assets and liabilities and the level of non-interest bearing assets and liabilities.

Interest rate sensitivity refers to the relationship between interest rates and net interest income resulting from the periodic re-pricing of assets and liabilities.
Northern Rock also offers fixed rate residential mortgages and savings products on which the interest rate paid by or to the customer is fixed for an agreed period
of time at the start of the contract. Northern Rock matches the expected maturity profiles of its interest earning assets and interest bearing kiabilities through the
use of derivatives. The risk of prepayment is additionally reduced by imposing penaity charges if the customers terminate their contracts early.

The Group uses a number of measures to moniter and control interest rate risk and sensitivity. One such measure evaluates the difference in principal value
between assets and liabilities repricing in various gap periods. Risk weights are assigned to each gap period which reflect potential losses for a given change in
rates, and based on these a capital allocation is calculated for each period. The risk is controlled through setting maximum overall capital allocations, and
individual capital allocations for each gap period.

A second control used measures earnings at risk from unmatched positions in fixed rate lending. The Group imposes a limit on the value of such earnings that
may be at risk, based upon various scenarios of adverse interest rate changes.

The sensitivity of earnings to changes in interest rates is measured by comparing forecast net interest income over a 12 month period under two interest rate
scenarios, a 1% parallel increase and decrease in all yield curves. Forecasts are based on measuring the sensitivity of net interest income for all on-balance sheet
and derivative instruments while maintaining a consistent balance sheet size and structure throughout the simulation period. Forecasts include the effect on net
interest income of those instruments which have embedded optionality. Forecasts also include other simplifying assumptions, such as no management action
in response to a change in interest rates. An immediate hypothetical 1% parallel increase and decrease in all yield curves on 31 December 2005 would result in
adecrease of £32.4m (2004 £33.0m) and an increase of £28.4m (2004 £27.0m), respectively,in planned net interest income for the twelve months to 31 December
2006,
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39. Financial risk management (continued)

The following table gives an analysis of the re-pricing periods of assets and liabilities on the Group balance sheet at 31 December.
Iterns are allocated to time bands in the table below by reference to the earlier of the next contractual interest rate re-pricing date and the residual maturity date.

In the 2005 table the carrying amounts of derivative financial instruments are included in other assets and other liabilities under the heading non interest
bearing funds.

2005 After After After Non
3 months 6 months 1 year interest
Within but within but within but within After bearing
3 months & months 1 year 5 years 5 years funds Total
£im fm £m tm £fm £m Em
Assets
Cash and balances with central banks 17.9 - - - - 51.3 69.2
Loans and advances to banks 5,046.8 19.5 75 - - - 50738
Loans and advances to customers 26,343.3 7.279.2 9,865.3 24,4316 2,320.5 - 70,239.9
Investment securities 3,419.2 25.2 144.1 1,541.9 246.7 - 53771
Other assets - - - - - 1,948.5 1,948.5
Total assets 34,827.2 7,.323.9 10,016.9 259735 2,567.2 1,999.8 82,7085
Liabilities
Deposits by banks 1,402.2 B16 46.0 7.0 - - 1,536.8
Customer accounts 18,279.2 12752 2,247.5 1,870.7 - - 23,6726
Debt securities in issue 45,936.0 7107 2457 2,0825 3,159.7 - 52,134.6
Subordinated liabilities - - - 301.4 483.9 - 785.3
Tier one notes - - - - 2239 - 2239
Cther liabilities - - - - - 1,7439 1,7439
Sharehaolders' equity - - - - - 15756 1,5756
Non shareholders' equity - - - - - 1,035.8 1,035.8
Total liabilities 65,6174 20675 2,539.2 4,261.6 3,867.5 4,3553 82,708.5
Total interest rate sensitivity gap {30,790.2) 5,256.4 74777 21,7119 (1,300.3} {2,355.5} -
Cumulative interest rate
sensitivity gap (30,790.2) {25,533.8) {18,056.1) 3,6558 2,355.5 - -
2004 After After After Non
3 months 6 months 1 year interest
Within but within but within but within After bearing
3 months 6 months 1 year 5 years S years funds Total
£m £fm £m tm £m £m £fm
Assets
Cash and balances with central banks 1.1 - - - - 54.2 65.3
Loans and advances to banks 3,659.7 120 25 - - - 3,674.2
Loans and advances to customers 24,3557 4,682.7 6,290.9 18,010.7 1,4288 - 54,768.8
{nvestment securities 3,422.2 330 763 1,0125 7738 - 5317.8
Other assets - - - - - 1,054.8 1,054.8
Total assets 31,448.7 4,727.7 6,369.7 19,023.2 2,202.6 1,109.0 64,8809
Liabilities
Deposits by banks 1,024.0 106.1 67.5 4.0 - - 1,201.6
Customer accounts 12,787.0 2,185.1 3,5188 1,902.38 - - 20,393.7
Debt securities in issue 35,6083 1,230.3 368.2 1,457.4 200.0 - 38,864.2
Subordinated liabilities 683 4577 - - 989.7 - 1,515.7
Reserve capital instruments - - - - 300.0 - 300.0
Tier one notes - - - - 200.0 - 200.0
Other liabilities - - - - - 868.1 868.1
Shareholders’ equity - - - - - 1,537.6 1,5376
Total liabilities 49,487.6 3,979.2 39545 3,364.2 1,689.7 2,405.7 64,880.9
Off balance sheet items affecting
interest rate sensitivity {14,121.4) 8120 976.4 12,6621 (329.1} - -
35,366.2 4,791.2 49309 16,026.3 1,360.6 2,405.7 64,880.9
Total interest rate sensitivity gap (3,917.5) {63.5} 1,438.8 2,996.9 8420 (1,296.7)

Total cumulative interast rate
sensitivity gap (3,917.5) (3,951.0) [2,542.2) 4547 1,296.7 -




39, Financial risk management (continued)

The table below summarises the effective interest rate for financial instruments not carried at fair value through profit and loss:

2005
%
Assets
Cash and balances with central banks 0.4
Loans and advances to banks 4.4
Loans and advances to customers 5.8
Investment securities 4.5
Liabilities
Deposits by banks 35
Customer accounts 4.4
Debt securities in issue 4.8
Subordinated liabilities 7.0
Reserve capital instruments nfa
Tier one notes 7.0

2004

0.3
4.4
54
43

EX|
4.2
4.7
6.2
6.6
6.5

Subordinated notes and reserve capital instruments are excluded from the table for 2005 as under IAS 32 they have been reclassified as equity from 1 January

2005.
Liquidity risk

Liquidity risk arises from the mismatch in the cashflows generated from current and expected assets, liabilities and derivatives. The Board has policies t¢ ensure
that the Group is able to meet retail withdrawals, repay wholesale borrowings as they fall due and to meet current lending requirements, This is achieved by

managing a diversified portfolio of high quality liquid assets and a balanced maturity profile of liquid assets, wholesale and retail funds.

The table below analyses the Group’s assets and liabilities into relevant maturity groupings based on the remaining period at balance sheet date to contractual

maturity date.

2005 After After After
3 months 6 months 1 year
Within but within but within but within After
3 months 6 months 1 year S years 5 years Total
£m fm £m im fm £m
Assets
Cash and balances with central banks 12.1 - - - 57.1 69.2
Derivative financial instruments 2213 88.1 107.8 7736 259.0 14498
Loans and advances to banks 50468 19.5 7.5 - - 50738
Loans and advances to customers 8729 467.4 967.0 9413.2 58,519.4 70,239.9
Investment securities 5759 . 79.5 198.9 2,588.3 1,934.5 53771
Other assets 104 80 17.0 54,4 3179 498.7
Total assets 6.830.4 662.5 1,298.2 12.829.5 61,087.9 82,7085
Liabilities
Deposits by banks 1,231.2 81.6 460 749 103.1 1,536.8
Customer accounts 18,148.5 1,3945 2,2454 1,884.2 - 23,6726
Derivative financial instruments 110.2 67.7 1306 457.4 80.2 B846.1
Debt securities in issue 89114 1,309.8 1,796.1 6,037.0 34,080.3 52,134.6
Subordinated liabilities - - - - 7853 7853
Tier one notes - - - - 2239 2239
Other liabilities 588.8 161.2 735 1.4 729 897.8
Total liabilities 28,9901 30148 42916 84549 35,3457 80.097.1
Net liquidity gap (22,159.7) (2,352.3) (2,993.4) 4,374.6 25,7422 2611.4
2004
After After After
3 months 6 months 1 year
Within but within but within but within After
3 moniths 6 months 1 year 5 years 5 years Total
fm £fm fm £m £m £m
Total assets 51180 560.7 1,167.8 10,1245 47,909.9 64,880.9
Total liabilities 20,5791 3,965.7 59713 8,2136 24,613.6 63,343.3
Net liquidity gap (15,461.1) {3,405.0) (4,803.5) 1,9109 23,296.3 1,537.6
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39. Financial risk management (continued)

Currency risk
Currency risk arises as a result of the Group having assets, liabilities and derivative items that are denominated in currencies other than sterling as a result of
normal banking activities, including wholesale funding.

in addition to raising funds through sterling meney markets, capital markets and demestic retail savings market, the Group raises funds through issuing non-
sterling denominated commercial paper, certificates of deposit, medium-term debt securities (including securitised notes and covered bonds} and retail funds.
The Group’s policy is to fully mitigate any exchange rate exposures by using cross currency swaps and forward foreign exchange contracts, or to match exposures
with assets denominated in the same currency.

The table below gives values of assets and liabilities at sterling carrying values denominated in different currencies at the balance sheet date,

2005 uUss € Other Total
£m fm £m fm
Assets
Cash and balances with central banks - 179 - 179
Derivative financial instruments 0.5 09 - 1.4
Loans and advances to banks 454.6 71.2 - 525.8
Leans and advances to customers 299.8 1841 - 483.9
Investment securities 560.0 976.1 - 1,536.1
Other assets 28 1.2 - 4.0
Total assets 1,317.7 1,251.4 - 2,569.1

Liabilities

Deposits by banks 523.6 538.4 - 1,062.0
Customer accounts 3783 1,096.2 - 1,474.5
Derivative financial instruments 0.1 29 - 30
Debt securities in issue 18,450.3 16,696.7 653.0 35,800.0
Other liabilities 102.0 1343 26 2389
Total liabilities 19,454.3 18,468.5 655.6 38,578.4
MNet position (18,136.6) (17,.217.1) [655.6) (36,009.3)
2004 uss € Other Total
Em £m £m £m
Assets
Cash and balances with central banks - 119 - 1.1
Loans and advances to banks 478.9 517 - 530.6
Loans and advances to customers 2231 189.3 - 4124
Investment securities 613.1 1,359.8 - 19729
Other assets 14.7 248 - 395
Total assets 1,329.8 1,636.7 - 2,966.5
Liabilities
Deposits by banks 494.0 264.7 20,0 778.7
Customer accounts 60.9 755.4 - 8163
Debt securities in issue 13,509.6 10,787.3 a57.6 24,554.5
Subordinated liabilities 526.7 - - 526.7
Other liabilities 269 33.1 - 60.0
Total liabilities 146181 11,8405 2776 26,736.2
Net position (13,288.3) (t0,203.8) (277.6) (23,769.7)

Fair values of financial assets and liabilities
The following table summarises the carrying amounts and fair values of those financial assets and liabilities not presented on the Group’s balance sheet at their
fair value, Assets are presented at bid prices, whereas offer prices are used for liabilities.
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Financial risk management {continued)
Carrying value Fair value
2005 2004 2005 2004
£Em £m £m £m

Financial assets
Cash and balances with central banks 69.2 65.3 69.2 65.3
Loans and advances to banks 5.073.8 36742 5,073.8 3,674.2
Loans and advances to customers 70,2399 54,768.8 69,251.4 53,9957
Investment securities nfa 53191 n/a 53737
Financial liabilities
Deposits by banks 1,536.8 1,218.3 1,536.8 1,219.5
Customer accounts 23,672.6 20,402.8 23,699.8 204219
Debt securities in issue 52,134.6 37,580.7 52,134.6 37,7566
Subordinated liabilities 785.3 1,455.0 903.6 1,620.9
Tier one notes 223.9 200.0 245.2 233.7
Reserve capital instruments n/a 3000 nfa 3653

Investment securities are excluded from the table for 2005 as they are classified as available for sale and carried at fair value on the balance sheet from 1 lanuary
2005. Subordinated notes and reserve capital instruments are exctuded from the table for 2005 as under IAS 32 they have been reclassified as equity from
1 January 2005. :

Valuation methods for catculations of fair values in this table are set out below:

Cash and balances with central banks

Fair value approximates to carrying value because they have minimal credit losses and are either short term in nature or re-price frequently,
Loans and advances to banks

Fair value was estimated by using discounted cash flows applying either market rates where practicable or rates offered by other financial institutions for loans
with similar characteristics. The fair value of fleating rate placements, fixed rate placements with less than six months to maturity and overnight deposits is their
carrying amount.

Loans and advances to customers

The Group provides loans of varying rates and maturities to customers. The fair value of loans with variable interest rates is considered to approximate to carrying
value, For loans with fixed interest rates, fair value was estimated by discounting cash flows using market rates or rates normally offered by the Group.

Deposits by banks and customer accounts

Fair values of deposit liabilities repayable on demand or with varlable interest rates are considered to approximate to carrying value. The fair value of fixed interest
deposits with less than six months to maturity is their carrying amount. The fair value of all other deposit liabilities was estimated using discounted cash flows,
applying either market rates or rates currently offered by the Group for depaosits of similar remaining maturities.

Debt securities in issue, subordinated liabilities and tier one notes

Fair values are based on guoted prices where available, or by using discounted cash flows, applying market rates,

Guarantees and other financial commitments

1} The Company has an obligation under the Building Societies Act 1986, as successor company to Northern Rock Building Society, to honour the financial
commitments of its subsidiaries and assaciated bodies linked by resclution, incurred prior to 11 June 1996 insofar as those bodies are unable to discharge
them out of their own assets. The Company has agreed to continue this obligation in respect of liabilities of Northern Rock (Guemsey) Limited.

2} The Company has given indemnities to the National House Building Council in respect of certain of its house building operations.
3) Capital commitments at 31 December in respect of authorised expenditure were as follows:

Group Company
2005 2004 2005 2004
£m fm £m fm
Contracted for 22,0 6.2 22.0 32

4) Leasing commitments at 31 December in respect of annual commitments under operating leases are as follows:

Group Company
2005 2004 2005 2004
£m fm fm fm
Land and buitdings
Leases which expire:
Within one year 0.1 01 0.1 0.1
In one to five years 0.8 08 0.8 08
Over five years 33 2.0 3.3 3.1
42 29 4.2 4.0
Other operating leases
Leases which expire;
Within one year 0.1 0.4 0.1 04
In one to five years 4.1 48 4.1 48
4.2 52 4.2 5.2
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40. Guarantees and other financial commitments {(continued)

5) Memerandum items Group Company
2005 2004 2005 2004
£rn fm £m fm
Commitments:
Irrevacable undrawn 1oan facilities 2,100.3 1,488.5 2,100.3 1,488.5
Unpaid share capital of subsidiary company - - 155 15.5
2,100.3 1,488.5 2,115.8 1,504.0

41. Related party transactions

A number of banking transactions are entered into with related parties as part of normal banking business. These include loans and deposits. The volumes of
related party transactions, outstanding balances at the year end and related income and expense for the year are set out below.

Directors and key Associated
management personnei companies
2005 2004 2005 2004
£m fm £m £m
Loans
Loans outstanding at 1 January 5.5 4.2 - -
Net amounts advanced / (repaid) (0.1} 13 - -
Leans outstanding at 31 December 5.4 55 - -
Interest income paid 0.3 0.2 - -
Deposits
Deposits outstanding at 1 January 1.4 0.8 - -
Net amounts deposited / {repaid) 0.4 06 - -
Deposits outstanding at 31 December 1.8 1.4 - -
Interest income earned 0.1 - - -
2005 2004
£m fm
Directors and key management personnel
Salaries and other short term benefits 8.2 6.5
Post-employment benefits 0.6 05
Share-based payments 5.9 53
14.7 123

The Company's total contribution payable under deed of covenant to The Northern Rock Foundation for the year ended 31 December 2005 amounted to £24.7m
{2004 £21.6m). At 31 December 2005 the commitment in respect of amounts not yet paid was £10.0m (2004 £11.6m).

The Company owns Northern Rock {Guernsey) Limited, which operates as a retail deposit taker. The net funding borrowed by the Company from Northern Rock
{Guernsey) Limited during the year amounted tc £138.2m (2004 net funding repaid £10.1m).

During the year the Company received £0.3m (2004 £0.2m) from Northern Rock Mortgage Indemnity Company Limited in settlement of mortgage indemnity
insurance claims.

During the year the Company borrowed a net £9,050.2m {2004 £8,278.7m) from its securitisation SPEs {see note 19), being the net proceeds from securitisation

transactions in the year.

42, Cash and cash equivalents

Far the purposes of the cash flow statement, cash and cash equivalents comprise the following balances with less than three months maturity from the date of

acquisition:
Group Company

2005 2004 2005 2004
£m fm £m £m
Cash and balances with central banks 121 10.2 121 10.2
Loans and advances to banks 4,934.1 3,0309 4,489.0 29529
Loans and advances to customers 23.2 9.1 232 9.1
Investment securities 301.7 307.6 301.7 2956
5,271.1 3,357.8 4,826.0 3,267.8




43. Reconciliation of equity between IFRS and UK GAAP

The following reconciliations provide a quantification of the effect of transition to IFRS. These are provided for the Group only in notes 43 to 46, as those for the
Company are not significantly different from the Group disclosures.

Summary of Equity 1January 31 December
2004 2004
Note £m £m
Total equity as reported under UK GAAP 1,3399 1,541.9
Restatement of goodwill 44q - 36
Reversal of pension prepayment under UK GAAP 44k
Restaternent of retirement benefits under AS 19 44p 47.3) (52.5)
Total Pension fund adjustrment (77.9) (81.5)
Property impairment 44h 39 4.7
Reinstatement of de-recognised liabilities 441 (51.7) (51.7)
Dividends 44n 65.3 747
Recognition of deferred tax in accordance with 1AS 12 23.3 141
Reversal of deferred tax recognised under UK GAAP 44p 190 31.8
Total tax effect of above 423 459
Total equity under IFRS 13218 15376

44. Balance sheet reconciliations between IFRS and UK GAAP

1 January 2004

Effect of
transition
UK GAAP to IFRS IFRS
Note £m £m £m
Assets
Cash and balances with central banks a4a 1.6 47.2 58.8
Derivative financial instruments - - -
Loans and advances to banks 44b 3,450.2 1,153.2 4,603.4
Loans and advances to customers not subject to securitisation 44c 27.35587 {27.355.8) -
Leans and advances to customers subject to securitisation 44d 15,678.7 {15,678.7) -
Less: non-recourse finance 44e {14,832.4) 14,832.4 -
28,2021 (28,2021} -
Loans and advances to customers 44f - 41,347 4 41,847.4
Available for sale secutities
Investment securities - - -
Debt securities 4,185.5 - 4,1855
Eqjuity shares and other variable yield securities 410.8 - 4108
Intangible assets 44g 307 304 61.1
Property, plant and equipment 44h 179.1 (26.5) 1526
Deferred income tax asset 44i - 233 233
Other assets 44j 76.6 5.2) 71.4
Prepayments and accrued income a4k 5648 (30.6) 5342
Total assets 377114 14,8371 51,948.5
Liabilities
Deposits by banks 1,461.5 - 1,461.5
Customer accounts 44| 18,7973 51.7 18,849.0
Derivative financia! instruments - - -
Debt securities in issue
Securitised notes A4m - 14,868.3 14,868.3
Covered bonds - - -
Other 44m 13,0601 (3.6 13,056.5
Other liabilities 44n 2850 (203.3) 81.7
Current taxation liabilities 53.8 - 53.8
Accruals and deferred income 440 4753 1138 589.1
Provisions for liabilities and charges 44p 19.0 283 473
Subordinated liabilities 1,119,5 - 1,119.5
Reserve capital instruments 300.0 - 3000
Tier one notes 2000 - 2000
Total liabilities 35771.5 14,855.2 50,626.7
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44, Balance sheet reconciliations between IFRS and UK GAAP (continued)

1 January 2004

Equity

Shareholders’ funds

Called up share capital

Share premium account

Capital redemption reserve

Other reserves

Retained earnings

Total equity attributable to equity shareholders

Non shareholders’ funds
Reserve capital instruments
Subordinated notes

Total non shareholders’ funds

Total equity

Total equity and liabilities

31 December 2004

Assets

Cash and balances with central banks

Derivative financial instruments

Loans and advances to banks

Loans and advances to customers not subject to securitisation
Loans and advances to customers subject to securitisation
Less: non-recourse finance

Loans and advances to customers
Available for sale securities
Investment securities
Debt securities
Equity shares and other variable yield securities
intangible assets
Property, plant and equipment
Deferred income tax asset
Other assets
Prepayments and accrued income

Total assets

Liabilities
Depaosits by banks
Customer accounts
Derivative financial instruments
Debt securities in issue
Securitised notes
Covered bonds
Other
Other liabilities
Current taxation liabilities
Accruals and deferred income
Provisions for liabilities and charges
Subordinated liabilities
Reserve capital instruments
Tier one notes

Total liabilites

Note

43

Note

44e

4af

449
44h

44
44k

44|

Effect of

transition
UK GAAP to IFRS IFRS
£fm £m £&m
1239 - 1239
6.8 - 6.8
7.3 - 73
1,201.9 (18.1) 1,183.8
1,339.9 (18.1) 1,321.8
1,339.9 {18.1} 13218
370114 14,8371 51,948.5

Effect of

transition
UK GAAP to IFRS IFRS
£m £m £m
10.2 551 65.3
33054 368.8 3,674.2
32,869.3 (32,869.3) -
22,339.2 (22,339.2) -
(22,103.7) 22,1037 -
33,7048 {33,104.8) -
- 54,768.8 54,768.8
4,742.2 - 47422
5756 - 575.6
271 46.0 731
208.2 (37.7) 170.5
- 4.1 14.1
69.6 8.6 78.2
746.9 (28.0) 7189
42,790.0 22,0909 64,880.9
1,201.6 - 1,201.6
20,3420 51.7 20,393.7
- 22,0899 22,0899
1,3408 (1.8) 1,339.0
15,440.8 {5.5) 15,4353
275.6 (199.5) 76.1
60.0 - 60.0
539.8 139.7 679.5
31.8 20.7 525
1,515.7 - 1,515.7
300.06 - 3000
200.0 - 200.0
41,2481 22,095.2 63,3433




44, Balance sheet reconciliations between IFRS and UK GAAP {continued)
31 December 2004
Effect of
transition
UK GAAP to IFRS IFRS

Note £m £m £m
Equity
Shareholders’ funds
Called up share capital 1239 - 1239
Share premium account 6.8 - 6.8
Capital redempticn reserve 73 - 73
Qther reserves 440 - 2.0 2.0
Retained earnings 1,403.9 2.3) 1,401.6
Total equity attributable to equity shareholders 43 1,541.9 (4.3) 1,537.6
Non shareholders’ funds
Reserve capital instruments - - -
Subordinated notes - - -
Total non shareholders' funds - - -
Total equity 1,541.9 {4.3) 1,537.6
Total equity and liabilities 42,790.0 22,0909 64,880.9
Explanation of the effect of the transition to IFRS
The following explains the material balance sheet adjustments.
a) Cash and balances with central banks

1January 31 December
2004 2004
£m £m

Reclassification of Cash Ratio Deposit held with Bank of England and Central Bank of Ireland 47.2 551

The Group has reclassified the Cash Ratio Deposit held with the Bank of England and Central Bank of Ireland from loans and advances to banks to cash and
balances with central banks.

b} Loans and advances to banks 1January 31 December
2004 2004
£m £m

Reclassification of Cash Ratio Deposit held with Bank of England and Central Bank of Ireland (47.2) {55.1}
Reclassification of securitisation vehicle balance sheets 1,2004 4239

Total impact - increase in loans and advances 1o banks 1,153.2 368.8

The Group has reclassified the cash ratic deposit held with the Bank of England and Central Bank of lreland from loans and advances to banks to cash and
balances with central banks, In addition, cash held by the securitisation vehicles has been reclassified as loans and advances to banks.

<} Loans and advances not subject to securitisation 1January 31 December
2004 2004
£m £m

Reclassification of loans and advances not subject to securitisation (27,355.8) (32,869.3)

The Group has reclassified loans and advances to customers not subject to securitisation as loans and advances to customers.

d} Loans and advances subject to securitisation 1January 31 December
2004 2004
£m £m

Reclassification of securitisation vehicle balance sheets (15,678.7) (22,339.2)

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used. This results in the reclassification of loans and
advances subject to securitisation,

¢} Non-recourse finance 1Janvary 31 December
2004 2004
£m £m

Reclassification of securitisation vehicle batance sheets 14,812.4 22,103.7

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used. Non-recourse finance, shown as a deduction from
loans and advances to customers under UK GAAP is included in debt securities in issue under IFRS,
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44, Balance sheet reconciliations between IFRS and UK GAAP (continued}

f} Loans and advances to customers 1January 31 December
2004 2004

£m £m

Reclassification of loans and advances not subject to securitisation 27,355.8 32,869.3
Reclassification of loans and advances subject to securitisation 14,4916 21,8995
Total impact - increase in loans and advances to customers 41,8474 54,768.8
g} Intangible assets 1January 31 December
2004 2004

£m £fm

Reclassification of computer software as intangible asset 304 424
Reversal of goodwill amortisation - 36
Total impact — increase in intangible assets 304 46.0

In accordance with 1AS 38, computer software has been reclassified from property, plant and equipment to intangible fixed assets. Under IFRS goodwill is not
amortised, but is subject to annual impairment reviews.

h) Property, plant and equipment 1January 31 December
2004 2004

£m £in

Rectassification of computer software as intangible asset (30.4) {42.4)
Restatement of properties to fair value as deemed cost 39 47
Total impact - decrease in property, plant and equipment (26.5) (37.7)

In accordance with |1AS 38, computer software has been reclassified from property, plant and equipment to intangible fixed assets.

Management has applied the fair value as deemed cost exemption in respect of various properties.

i}y Deferred income tax asset 1 January 31 December
2004 2004

£m £m

Imgpact of recognising deferred tax in accordance with I1AS 12 233 14.1

The Group has recalculated deferred tax in accordance with 1AS 12.1AS 12 allows a net presentation of deferred tax assets and liabilities only when certain criteria
are met. This adjustment recognises the gross presentation required by IAS 12,

j)  Cther assets 1January 31 December
2004 2004

£m £m

Reclassification of securitisation vehicle balance sheets {5.2) 8.6

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used.

kl Prepayments and accrued income 1January 31 December
2004 2004

£ £m

Reversal of pension prepayment under UK GAAP (30.6) {29.0)
Reclassification of securitisation vehicle balance sheets - 1.0
Total impact — decrease in prepayments and accrued income {30.6) {28.0}

Under UK GAAP there is a SSAP 24 prepayment in relation to the defined benefit section of the pension scheme. Under IAS 19 the basis of accounting for pension
schemes is fundamentally different and the prepayment is na longer applicable.

I) Customer accounts 1January 31 December
2004 2004

£m £m

Restatement of derecognised liabilities 51.7 51.7

Previcusly derecognised liabilities have been restated on the balance sheet to the extent that the liability has not been contractually discharged.




44. Balance sheet reconciliations between IFRS and UK GAAP (continued)

m) Debt securities in issue 1January 31 December
2004 2004

£m £m

Reclassification of debt securities issued by securitisation vehicles 14,868.3 22,0899
Reclassification of issue costs (3.6) {7.3)
Total impact - increase in debt securities in issue 14,864.7 22,0826

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used. Non-recourse finance, shown as a deduction from
loans and advances to customers under UK GAAP is included in debt securities in issue under IFRS. '

n} Other liabilities 1 January 31 December
2004 2004

£m £m

Restatermnent of dividends in accordance with 1AS 10 (65.3) (74.7)
Reclassification of securitisation vehicle balance sheets (138.0) (124.8)
Total impact - decrease in other liabilities (203.3) (199.5)

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used. IAS 10 requires that dividends are not accrued until
they are approved.

o) Accruals and deferred income 1January 31 December
2004 2004

£m £m

Reclassification of securitisation vehicle balance sheets 113.8 139.7

IFRS requuires the consclidation of securitisation vehicles, compared with linked presentation under UK GAAP.

p) Provisions for liabilities and charges 1lJanuary 31 December
2004 2004

£m £m

Reversal of deferred tax recognised under UK GAAP {see note 44i} (19.0) (31.8)
Restaterment of retirement benefits obligations under 1AS 19 47.3 525
Total impact - increase in provisions for liabilities and charges 283 207

IAS 19 requires that retirement benefit obligations in the defined benefit section of the pension scheme are included in the Group balance sheet.

q) Other reserves 1January 31 December
2004 2004

£m £m

Treatment of actuarial gains and losses on pension scheme - (2.8)
Tax effect of above - 08
Total impact - decrease in other reserves - (2.0

Under IAS 19 actuarial gains and losses an the pension scheme are recorded in the Statement of Recognised Income and Expense.
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45. Income statement reconciliations between IFRS and UK GAAP

Year ended 31 December 2004

Effect of
transition
UK GAAP to IFRS IFRS
Note £m £m £m
Interest and similar income 45a 2,035.5 953.9 2,989.4
Interest expense and similar charges 453 {1,568.6) (953.9} (2,522.5)
Net interest income 466.9 - 4669
Fee and commission income 45b 2926 125 305.1
Fee and commissicn expense A5b (60.1) (4.4) (64.5)
Other operating income 45¢ 315 {19.8) 11.7
264.0 (11.7) 2523
Total income 7309 (1%.7) 719.2
Administrative expenses {203.5) 34 (200.1}
Depreciation and amortisation (22.6) 4.4 {18.2)
Covenant to The Northern Rock Foundation (21.6) - (21.6},
Operating expenses 45d {247.7) 7.8 {239.9}
Impairment losses on loans and advances 45e (56.5) 8.0 {48.5)
Impairment of fixed asset investments 4.5 - 4.5
Net hedge ineffectiveness and other unrealised fair value gains and losses - - -
Profit before taxation 431.2 4.1 4353
Income tax expense 45f (125.0) {0.8) (125.8)
Profit for the year 306.2 33 309.5
Represented by:
Appropriations - - -
Profit for the year attributable to equity shareholders 306.2 33 3095
Total profit attributable to equity holders of parent company 306.2 33 309.5
Explanation of the effect of the transition to IFRS
The following explains the material adjustments to the income statement.
a} Interest and similar income and interest expense and similar charges
Year ended
31 December
2004
£m
Consolidaticn of Special Purpose Entities on a line by line basis 9539
IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used.
b) Fee and commission income and expense
Year ended
31 December
2004
£m
Reallocation of fees and commissions (see note 45d) (4.4
Consolidation of Special Purpose Entities on a line by line basis 125
Total impact - increase in fee and commission income and expense 8.1

IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used.




45.

46,

Income statement reconciliations between IFRS and UK GAAP {continued)

¢) Other operating income Year ended
31 December
2004
£m
Consolidation of Special Purpose Entities on a line by line basis {19.8)
IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used.
d) Operating expenses Year ended
31 December
2004
£m
Calculation of pension cost in accordance with I1AS 19 (0.8)
Calculation of share based payments in accordance with IFRS 2 0.5
Consolidation of Special Purpose Entities on a line by line basis (0.7)
Reallocation of fees and commissions (see note 45b) a4
Reversal of property impairment provision 0.8
Reversal of goodwill amortisation charge 36
Total impact - decrease in operating expenses 7.8
e) Impairment losses on loans and advances Year ended
31 December
2004
£m
Consolidation of Special Purpose Entities on aline by line basis 8.0
IFRS requires the consolidation of securitisation vehicles, whereas under UK GAAP linked presentation is used.
f) Tax on profit on ordinary activities Year ended
31 December
2004
£m
Tax effect of IFRS adjustments 0.8)
Balance sheet reconciliation as at 1 January 2005
Effect of
IFRS adoption of IFRS
31 December IAS 32 and 1 January
2004 1AS 39 2005
Note £m £m £m
Assats
Cash and balances with central banks 65.3 - 653
Derivative financial instruments 46e - 892.6 892.6
Leans and advances to banks 3,674.2 - 3,674.2
Leans and advances to customers not subject to securitisation - - -
Loans and advances to customers subject to securitisation - - -
Less: non-recourse finance - - -
Loans and advances to customers 463 54,768.8 662.6 554314
Available for sale securities
Investment secutities 46b - 4,966.1 4,966.1
Debt securities 46¢ 4,742.2 {4,742.2) -
Equity shares and other variable yield securities 46d 575.6 (575.6) -
Intangible assets 731 - 731
Property, ptant and equipment 170.5 - 170.5
Deferred income tax asset 46f 14,1 62.1 76.2
Other assets 469 78.2 (15.8) 62.4
Prepayments and accrued income 46h 718.9 (476.5) 2424
Total assets 64,880.9 773.3 65,654.2




46. Balance sheet reconciliation as at 1 January 2005 {continued)

Effect of
IFRS adoption of IFRS
31 December IAS 32 and 1 January
2004 IAS 39 2005
Note £m £m £m
Liabilities
Deposits by banks 12016 - 1,201.6
Customer accounts 46i 20,393.7 (13.5) 20,380.2
Derivative financial instruments 46k - 2,050.7 2,050.7
Debt securities in issue
Securitised notes 46§ 22,086.9 {1,066.8) 21,0231
Covered bonds 46] 1,339.0 89.1 1,428.1
Other 46j 15,4353 (253.6) 151817
Other liabilities 76.1 - 76.1
Current taxation liabilities 60.0 - 60.0
Accruals and deferred income 461 679.5 106.4 7859
Pravisions for liabilities and charges 52.5 - 525
Subordinated liabilities 46m 1,515.7 (738.5) 7712
Reserve capital instruments 46n 300.0 (300.0) -
Tier one notes 46¢ 200.0 7.6 2076
Total liabilities 63,3433 (118.6) 63,224.7
Equity
Shareholders’ funds
Called up share capital 1239 - 1239
Share premiem account 6.8 - 6.8
Capital redemption reserve 73 - 73
Other reserves 460 2.0 358 338
Retained earnings 1,401.6 {179.7) 1,221.9
Total equity attributable to equity shareholders 1,5376 {143.9) 1,393.7
Non shareholders’ funds
Reserve capital instruments - 2993 2953
Subordinated notes - 736.5 736.5
Total non shareholders’ funds 46p - 1,035.8 10358
Total equity 1,5376 891.9 24295
Total equity and liabilities 64,880.9 7733 65,654.2
Explanation of tha effect of adoption of 1AS 32 and 1A539 with effect from 1 January 2005
The following explains the material balance sheet adjustments.
a) Loans and advances to customers
1 January
2005
£m
Impact of effective interest rate adjustment (234.2)
Reclassification from prepayments and accrued income in relation to effective interest rate adjustment 4330
Reclassification of financial instruments on introduction of 1AS 39 and impact of fair valuing derivatives 460.5
Impact of discounting on impairment allowance 33
Total impact — increase in loans and advances to customers 662.6

In accordance with IAS 39 the interest rate is adjusted to reflect the rate that exactly discounts expected future cash payments or receipts through the expected
life of the financial instrument to its net carrying amount. This adjustment incfudes ail fees and interest paid or received that are an integral part of the effective
interest rate, transaction costs and all other premiums and discounts,

In accordance with IAS 39, impairment allowances represent the difference between the carrying value of an asset and discounted expected cash flows.
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46. Balance sheet reconciliation as at 1 January 2005 (continued)

b} Investment securities

Reclassification of financial instruments on intreduction of 1AS 39

¢) Debt securities

Reclassification of financial instruments on intreduction of I1AS 39

d} Equity shares and other variable yield securities

Reclassification of financial instruments on introduction of 1AS 39

e} Derivative financial instruments

Valuation of derivative financial instruments

f} Deferred income tax

Deferred tax effect of IAS 32 and 1AS 39 adjustments

g) Other assets

Impact of fair valuing derivatives

h) Prepayments and accrued income

Reclassification of opening balances to loans and advances to customers in relation to effective interest rate adjustment

Impact of effective interest rate adjustment reclassified to loans and advances to customers
Impact of fair valuing derivatives

Total impact - decrease in prepayments and accrued income

il Customer accounts

Impact of fair valuing derivatives

j! Debt securities in issue

Imipact of fair valuing derivatives

k) Derivative financial instruments

Valuation of derivative financial instruments

1 January
2005
£m

4,966.1

1 lanuary
2005
£m

(4,742.2)

1January
2005
£m

(575.6)

1 January
2005
£m

892.6

1 January
2005
£m

62.1

1 January
2005
£m

(15.8)

1 January
2005
£Em

{463.2)
30.2
(43.5)

(476.5)

1 January
2005
£m

(13.5}

1 January
2005
£m

{1,231.3)

1 January
2005
£m

2,050.7
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46. Balance sheet reconciliation as at 1 January 2005 (continued)

1)  Accruals and deferred income 1 January
2005

£m

Impact of effective interest rate adjustment 7.9
Reversal of reserve capital instruments and subordinated liabilities coupon payment accrual in accordance with 1AS 32 and 1AS 10 (14.3)
Impact of fair valuing derivatives 1286
Total impact - increase in accruals and deferred income 106.4
m) Subordinated liabilities 1 January
2005

£m

Transfer to non sharehclders’ equity (746.4)
Impact of fair valuing derivatives 79

Total impact — decrease in subordinated liabilities (738.5)

In accordance with the requirements of 1AS 32 certain subordinated liabilities are classified as non shareholders’ equity, as there is no contractual obligation to
pay the interest coupon.

n) Reserve capital instruments 1 January
2005
£m

Transfer to non shareholders' funds {300.0)

In accordance with the requirements of 1AS 32 reserve capital instruments are classified as non shareholders’ equity, as there is no contractual obligation 1o pay
the interest coupon,

o) Otherreserves 1 January
2005

£m

Available for sale reserve 384
Cash flow hedge resarve 12.5
Tax impact of items credited directly to equity {15.1}
Total impact - increase in other reserves 358
p} Non shareholders’ equity 1 January
2005

£m

Transfer frem subordinated liabilities 736.5
Transfer from reserve capital instruments 299.3
Total impact - increase in non shareholders’ equity 1,035.8
q) Tier one notes 1 January
2005

£m

Impact of fair valuing derivatives 7.6
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<1 LCLCTHUCT LUV

Results for 2001 to 2003 are presented under UK GAAP in existence at 31 December 2004, Results for 2004 and 2005 have been prepared using International
Financial Reporting Standards (“IFRS") as approved by the International Accounting Standards Board that, under European Regulations, are effective or available
for early adoption at the Group's first reporting date under {FRS, 31 December 2005. Certain of these IFRS are only effective from 1 January 2005, and therefore
have not been used to restate the 2004 statutory based results, The 2004 statutory results presented therefore reflect only those standards which permit or
require retrospective adoption, reflecting the voluntary exemptions of IFRS1 - see note 1v} and notes 43 to 46 to the accounts. If the results under UK GAAP for
2001 to 2003 were to be restated under IFRS, the main adjustments required would be those detailed in notes 44 and 45.

As a result of some IFRS not being required to be implemented until 1 January 2005, to aid comparability of the 2005 results with those of 2004, 2004 results have
also been prepared on a proforma basis, incorporating the impact of IFRS where it is possible to determine what the impact would have been if the accounting
changes had been effective in 2004. The proforma results shown for 2004 include the impacts of changes to accounting rules relating to effective interest rate
and the reclassification of certain financial instruments from debt to equity, but exclude the effects of hedge accounting under IFRS which differs from that
applied under UK GAAP,

The 2005 statutory results include the full effects of the introduction of fair value and hedge accounting following the adoption of IAS 32 and 39 with effect from
1 January 2005. An underlying set of results for 2005 has also been presented which reflect management’s view of the underlying results excluding the effects
of fair value volatility and hedge ineffectiveness in order to provide a clearer representation of the underlying performance of the Group.

Further explanation of the proforma and underlying results is provided in the Operating and Financial Review on pages 35 to 45.
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2001 2002 2003 2004 2004 2005 2005
Statutory Proforma Statutory Underlying

Net interest receivable £m 346.1 391.2 450.7 466.9 612.7 7523 706.8
Other income and charges £fm 130.3 169.8 209.0 2523 1118 129.0 1290
Net hedge ineffectiveness and other

unrealised fair value gains and lpsses £m - - - - - (56.4) -
Toral income £Em 476.4 5610 659.7 719.2 7245 8249 8358
Operating expenses — ongoing £m 148.0 169.8 1945 2183 2169 2494 249.4
Operating expenses - non-recurring' £m - 23 56 - - - -
Operating expenses — amortisation

of goodwill £m - 1.5 36 - - - -
Covenant to The Northern Rock

Foundation £m 14.8 163 19.3 216 221 247 252
Provisions for bad and doubtful debts  £m 345 43.1 48.7 485 48.5 56.6 56.6
Amounts written off fixed asset

investments Em 15 26 14 [4.5) (4.5) - -
Profit on cordinary activities before tax ~ £m 2776 3254 386.6 435.3 4415 4942 504.6
Tax on profit on ordinary activities Em 83.7 96.5 1122 1258 127.7 1449 1479
Profit on ordinary activities after tax £m 1939 2289 274.4 3095 3138 349.3 356.7

Attributable to:

Appropriations fm - - - - 426 48.6 48.6
Profit attributable to equity

shareholders £m 1939 2289 2744 309.5 271.2 3007 3081
Fotal assets? fm 31,090 41,875 51,944 64,881 64,711 82,709 81,057
Growth in total assets % 25 35 24 25 25 28 25
Average interest earning assets £m 27,524 36,036 46435 57,071 57,222 72,730 72,730
Mean assets £m 27,971 36,482 46,909 58,415 58,261 73,710 72,884
Retail deposits im 13,370 15,336 16,343 17,290 17,290 20,104 20,104
Shareholders' funds £m 1,037 1,165 1,340 1,538 1,389 1,576 1,576
Risk asset ratio - overall % 129 15.5 143 140 135 123 123
Risk asset ratio - tier 1 % B.2 9.1 9.0 8.7 8.0 7.7 7.7
Gross lending fm 8,853 12,584 17,315 23,342 23,342 26,879 26,879
Net lending fm 5127 6,697 8,514 12,932 12,932 14,555 14,555
Loan balances acquired £m - 1,544 - - - - -
Increase in retail balances £m 1,318 773 1,007 896 896 2,809 2,809
Retail balances acquired fm - 1,193 - - - - -
Increase in profit after tax® % 12 18 20 na ma 1 14
Net interest margin % 1.26 1.09 0.97 0.82 1.07 1.03 0.97
Total income : mean assets % 1.70 1.54 1.41 1.23 1.24 1.12 1.15
Operating expenses’; total income* % 311 303 298 304 299 302 298
Operating expenses’; mean assets % 0.53 0.47 0.41 0.37 0.37 0.34 0.34
Provisions : mean advances to customers % 0.18 0.19 0.19 0.10 0.10 0.09 0.09
Post-tax return on mean equity® % 19.8 208 219 21.6 209 203 208
Post-tax return on mean risk weighted

assets® % 1.45 1.43 1.49 1.45 1.29 1.23 1.26
Earnings per Ordinary Share p 46.5 55.4 66.6 749 65.7 725 74.3

1. Non-recurring costs represent
2002 - non-recurring costs incurred in relation to the acquisition of the banking subsidiaries of Legal & General
2003 - non-recurring costs incurred in relation to the closure of certain branches
2. Total assets for 2001 to 2003 represent assets under management, which comprised total balance sheet assets plus non-recourse finance. There is no difference
between total assets and assets under management in 2004 or 2005
Before non-recurring costs
Before surplus on sale of credit card portfolio
5. Post-tax returns are calculated by reference to profit attributable to equity shareholders

bl o

2005 statutory and underlying ratios are calculated with reference to proforma profit, asset and equity figures for 2004 where applicable. Profit growth ratios for
2004 have not been calculated as 2003 results have not been restated under IFRS.
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2006

25 January 2006

25 April 2006

26 April 2006

28 April 2006

26 May 2006

26 July 2006

27 September 2006

29 September 2006

27 October 2006

2007

24 January 2007

24 April 2007

25 April 2007

27 April 2007

25 May 2007

25 July 2007

26 September 2007

28 September 2007

26 October 2007

Preliminary results for the year ended 31 December 2005

Annual General Meeting

Ex-dividend date for final dividend

Record date for final dividend

Payment date for final dividend

Interim results for half year to 30 June 2006

Ex-dividend date for interim dividend for 2006

Record date for interim dividend

Payment date for interim dividend

Preliminary results for the year ended 31 December 2006

Annual General Meeting

Ex-dividend date for final dividend for 2006 (provisional)

Record date for final dividend (provisional)

Payment date for final dividend

Interim results for half year ta 30 June 2007

Ex-dividend date for interim dividend for 2007 (provisional)

Record date for interim dividend (provisional)

Payment date for interim dividend
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